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SYNOPSIS 
This Bulletin contains analyses of information supplied by 177 
financial institutions and insurance companies which make farm mortgage 
loans in Texas. 
It was found that  loans are made (1) directly t o  the farmer through 
local and district agents, (2) to farmers through local farm loan assoua- 
tions, (3) to farm mortgage institutions who in turn loan to farmers. 
Certain institutions sell mortgages t o  the investing public, others sell 
bonds based on a collection of mortgages, and still others keep the mort- 
gages as  investments. 
The 177 banks and companies investigated have a total 'ef 
$252,448,122 in first mortgages on Texas farms and $1,727,382 in second 
mortgages. This probably represents one-half of all the farm mortgages 
in the state. 
Farms mortgaged as  security for these loans are in most cases valued 
a t  more than twice the amount of the loans. 
The average interest rates charged on first mortgages by these in- 
stitutions range from 5.5 per cent by the Federal Land Bank to 8.45 per 
cent by commercial banks. 
Mortgage loans made by commercial banks run one to  five years, by 
farm mortgage, insurance, and trust companies five and ten years, and by 
Federal and joint stock land banks more than thirty years. 
A very large part of the loans made by farm mortgage, insurance, 
and trust companies,, as  well a s  by the commercial banks, are paid off in a 
lump sum a t  the end of the given period of the loan. All loans of Federal 
and joint stock land banks are paid on the amortization plan, or a t  the will 
of the borrower after five years. Fifteen per cent of the loans of farm 
mortgage companies are made on the amortization plan. 
More than half the loans of farm mortgage and trust companies are 
used for the immediate purpose of purchasing land and making improve- 
ments. But in the case of insurance campanies and the Federal and joint 
stock land banks 53 to 78 per cent of the aurrent loans are used to pay off 
old land mortgages. 
I t  seems to be the opinion of a large number of these farm mortgage 
financing institutions that the Texas Homestead Exemption Law should 
either be abolished or modified, since i t  tends to increase the interest rates 
paid by farmers and often prevents borrowing when funds could be used 
to the economic advantage of the borrower. 
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INTRODUCTION 
Approximately one-half billion dollars is  loaned to Texas farmers' with 
land and improvements mortgaged a s  security, an  amount equal to about 
10 per cent of the total value of farm property in the state2. Interest on 
this amount, not to mention the payment of the principal, for  one year at 
6 per cent is thirty millions of dollars, which amounts to 6 per cent of the 
+,.+.,I . alue of a four-million-bale cotton crop a t  25 cents a pound. 
Lrrn mortgage financing has come to be an  enormous business, and 
'iciency with which this business is handled should be of vital in- 
to all those interested in the welfare of agriculture in the State 
as  w 
probl 
mark 
centl: 
- .  
U * " I I  I,' 
compar 
to thos 
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the far 
and su. 
i t  is n€ 
,ell as  to the loaning institutions and the borrowing farmers. The 
em of financing agriculture is involved in all farm production and 
eting operations, and i ts  full significance should be recognized. Re- 
y, much more attention has been directed to marketing problems as 
being equally a s  important a s  farm production problems. ~ ikewise ,  the 
methods and costs of farm financing are being analyzed a s  never before in 
the history of the country. 
Borrowing capital for  productive purposes is a normal practice and 
is' followed in all business enterprises. The farmer who has the ability 
to use productively more capital than he owns should borrow, and cer- 
tain institutions have been developed to  meet his needs. The ultimate 
source of funds loaned is  the surplus scattered here and there over the 
country-a surplus which, instead of being needed and applied by the owner, 
is loaned a t  interest. - 
Banks, insurance, trust, and farm loan companies serve to collect 
these bits of surplus funds from the individuals who do not desire to use 
them directly in businesses of their own. By f a r  the greater part of the 
banks' loans are made with depositors' funds, and the farm loan company 
is a connecting link between the farmer and some individual or  organiza- 
+inn hzving surplus funds-a supervisor of the transaction. The trust  
ly, or trustee, i s  a collector of surplus funds, which are passed on 
~e who are in position to use them in production. The insurance 
ly has funds a t  all times collected from a very wide distribution of 
policy holders, and, rather than permit these savings in the form of pre- 
miums to lie idle, the costs of running the company are reduced by passing 
them on to some one who is  in position to pay for  their use. 
It is very important to all concerned-the owner of the surplus funds, 
- - 
,mer in need of capital, and the business agency which negotiates 
pervises the transfer-that the business of placing capital where 
?eded be clone with maximum efficiency, and that  methods be used 
. S. D. A., Department Bulletin No. 1047, issued in 1921 estimated farm mortgage 
?dness in Texas at $442,600,000. 
ensus, 1920, on value of farm property. 
( 5 )  
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which are  most satisfactory to  investors and borrowers. The financing in- 
stitution which is designed to serve the needs of agriculture should meet 
the requirements of the farmer's business., If the productivity of farmers 
is  such that  they can pay off their mortgages within five years, loans 
should be made available for exactly tha t  period of time. If a period of 
30 years is  required, loans should be made for  that  term. If the farmer's 
business is  adapted to annual payments of the loan, i t  is most economical 
for  the loan to be made in this manner, and i t  is the function of the 
financing institution to find appropriate re-investments for  the incoming 
payments. If the purpose for  which the borrowing farmer wants money 
is not productive and there i s  no substantial prospect of the ability of the 
borrower to make i t  remunerative, the loan should not be made. 
An analysis of farm mortgage financing in Texas should be of direct 
and vital interest to the investors in farm mortgages, borrowing farmers, 
and all farm mortgage financing institutions. The data on the following 
pages were collected chiefly by correspondence with banks and insurance, 
trust, and farm mortgage companies making loans on Texas farm lands. 
An attempt i s  made here to describe the situation a s  of January 1, 1924. 
Not all the facts are a t  hand, but a very substantial sample from which i t  
seems conclusions can safely be drawn has been made available 1 
courtesy of the corresponding business concerns. 
Summaries and averages for  all institutions are presented to 
in the first part of this Bulletin, and these are followed by a mc 
tensive analysis of the business of each of the different types of 
tutions. 
SOURCES OF INFORMATION 
by the 
gether 
>ra in, 
,*+ .*A 
insti- 
Letters were written to all s tate and national banks and all joint stock 
land banks in Texas. A complete list of insurance companies, in and out 
TABLE 1 
Number of Letters Mailed to the Various Loaning Institutions, and Number, Re- 
turned; Also Number Having Loans in Texas and Number Actually Filling out Sc' 
Institutions 
Number of 1 Nu, 
Number Number These Having I Mailed Returned 1 L~~~~ in Fillin 
Texas Sch 
mber 
g Out 
edule 
Total .................... 
Farm Mortgage Companies. .. 
1902 1 591 190 
50 
'7 1 Joint Stock Land Banks. ... 
Insurance Companies 
1 2:: O 1 143 1 
39 ........ 3 
Trust Companies .......... 6 4 
National Banks 
I 
182 60 ........... 
State Banks .............. :B: ( 243 6 5 v v  1 
*Annual Reports of the Federal Farm Loan Board were used for information on the 
loans of the Federal Land Bank. 
5 
Federal Land Bank* ........ 
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of the state, having real estate loans in Texas was obtained. The f a rm  
mortgage companies doing business in Texas could not all be located, but 
there is  good reason to believe tha t  the fifty indicated in Table 1 include 
most of the companies. 
Of the 1902 companies of all kinds to whom letters were written, 597, 
or 31 per cent, answered. The great variation between the number an- 
swering and the number making fa rm mortgage loans in Texas is due 
to  the fact tha t  state and national banks in most cases do not make such 
loans and many of the insurance companies addressed had mortgages only 
on city real estate. Only four  of the five joint stock land banks in the 
state answered in full, but additional information was obtained from the 
Annual Reports of the Federal Farm Loan Board. 
AMOUNT O F  FIRST AND SECOND MORTGA,GES OUTSTANDING 
The total, $254,175,504, indicated in Table 2 below, probably represents 
over one-half of all the fa rm mortgage loans in the State. Previous investi- 
gations' covering other sections of the country a s  well as  Texas have shown 
that  a very large percentage of farm mortgages, particularly second 
mortgages, is  held by former owners of the land mortgaged, and other 
individual lenders. Hence, these figures should be accepted a s  highly rep- 
resentative of loans by all organized loaning agencies. 
TABLE 2 
Total and Average Amount of Texas Farm Mortgages Outstanding January 1. 1 9 2 4 :  
By Reporting Institutions. 
zages I Institution 
I I Reporting 
FederalLandBank* ...... 1 90 ,093 ,950  1 90 ,093 ,950  1 
Insurance Companies .I 5 a . l l 2 . 5 6 8  53 ,112 ,568  I .... 
I 
....... 
I i Trust Companies . I  17 ,387 ,951  17 ,387 ,951  ) 
Total .................. $252,448,122 ( $1,727,382 
_ _  
I 
Farm Mortgage Companies / 57,571,408 56 ,683 ,761  / 893 .639  $4 ,112 ,672  
I 
. . . . . . . . . .  NationalBanks 1 1,100,708 
I 
State Banks . . . . . . . . . . .  .I 1 ,010 ,648  
I 
I 
... Joint Stock Land Banks*. 1 33 ,892 ,271  
*Znformation on the  amount of loans of these banks is complete. That  of all other 
institutions is incomplete, since replies were received from only 2 5  to  5 0  per cent of the  
letters written them. 
The striking features of Table 2 are: 1 )  the small proportion of sec- 
ond mortgages, the local banks holding f a r  more than fa rm mortgage com- 
I 
, 33 ,892 ,271  1 
'See Bulletin, North Carolina Department of Agriculture, May. 1923  ; Wisconsin Ax- 
ricultural Experiment Station Bulletin No. 2 4 7 ;  U. S. D. A., Department Bulltein No. 
1 0 4 7 ;  and University of Kansas Bulletin Vol. XVII, No. 1 s .  
6 ,778 ,454  
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panies in  proportion to their loans; 2) the small amount of loans by local 
or  commercial banks; 3) the enormous amount of loans made by the Fed- 
eral Land Bank and the joint stock land banks, considering the fact that  
none of these were organized prior to 1917. It should be stated that there 
a re  doubtless some duplications in the reports of farm mortgage companies 
and insurance companies, since some of the mortgages held by the latter 
are secured from farm mortgage companies doing business in the State. 
This duplication, however, is  not very great, since the insurance com- 
panies do much of their lending by direct dealing with the farmers. I 
over, a few insurance companies designated certain farm mortgage 
panies through which their mortgages were secured'. 
A large part of the farm mortgages held by the state and national 
banks is held as  security for  previously contracted short-time loans2. 
More- 
com- 
RATIO OF LOANS TO VALUE 
The question arises a s  to how much can properly be loaned on a piece 
of land, that  is, the ratio of the loan to the value of the property mort- 
gaged. From the standpoint of the investor in farm mortgages i t  is  im- 
portant that  ample security be required, and on the other hand the farmer 
should not attempt to borrow all his capital. The history of the farm 
mortgage business in this country furnishes many good examples of too 
liberal loans and the resulting failure of the loan companies. Moreover, 
something should be accumulated by the farmer before an attempt is  made 
to buy a farm. 
TABLE 3 
Ratio of Loans to Value of Land and Buildings 
Per Cent 
Loaned on Per Cent Per Ce Institutions Total Value Loaned on Loaned 
Buildin 
I t  seems to be the practice of the commercial banks, farm mort 
and trust  companies to place valuations upon farms as  a whole, while In- 
surance companies, joint stock land banks, and the Federal Land Bank 
make appraisals of land and buildings separately. The Federal Land Bank 
...... ?arm Mortgage Companies. / 5 0  
oint Stock Land Eanks. ........ 
redera1 Land Rank ............. 4 0 
Insurance Companies ........... 
Trust Companies . . . . . . . . . . . . . . .  5 0 
National Banks ................ 50 
lDuplication was avoided by using the data only once in these cases. 
out 15 
State Banks .................. . I  
I 50 1 
4 9 . 1  
4 4 . 5  
T h e  Renort of the Comptroller of the Currency for 1923 shows that'only ab 
per rent of the mortgages held by national banlrs represent original loans on land. 
17.6 
38.3 
FARM MORTGAGE FINANCING IN TEXAS 9 
and the joint stock land banks appraise land and improvements separately 
and are allowed by law to loan up to  50 per  cent of the value of land and 
20 per cent of the insured value of buildings and improvements. It will be 
observed that  the Federal Land Bank has loaned an  amount equal to  40 per  
cent of the total value of the farms mortgaged. Appraisals a re  made 
separately, but the annual reports give the ratio of loans to  combined value. 
INTEREST RATES 
end of 
per cen 
whethe 
~ r i n c i ~ :  
A - - - - A  
Ta: 
the diff 
The interest rate  set on the farm mortgage represents the annual 
price paid for  the use of borrowed capital. It should truly reflect the ef- 
ficiency of the financing institution and the character of the security of- 
fered by the farmer. 
Few farmers seem to  appreciate fully the importance of interest rates. 
A $1,000 loan a t  10 per cent for  10 years actually amounts to  $2,000 a t  the 
the period, without compounding interest, while the same loan a t  5 
t amounts to $500 less a t  the end of the same period. Interest rates, 
r so regarded or  not, a re  just a s  significant a s  the amount of the  
31. 
ble 4 presents a summary of the average interest rates  charged by 
'erent financing institutions. 
TABLE 4 
Weighted Average Interest I 
I 
hest. Lowest, and P 
Interest Rates 
'revailing 
I Lowest I Prevai 
rnstitutions & i  i p p c ~  1 . 1 I f ,  .e 1 1 r3 
2 ;  h 0 h 0 " 0 2 z ;s $2 
Farm Mortgage Companies. . .I 8 .12 1 8 .37  
Joint Stock Land Banks ..... 6 . 0 0  6 . 0 0  
Federal Land Bank . . . . . . . . . .  5 . 5 0  1 5 . 5 0  
Insurance Companies . . . . . .  1 . 4 2  
I 
I 6 . 0 7 ,  
Trust Companfes 1 9 .00  I 1 6 . 0 0  I I . .......... 1 7 . 0 0  
National and State Banks . .  . 
The interest ra te  charged by the bank o r  mortgage company varies 
from time to time, o r  even a t  a given time. An attempt has, therefore, 
been made to determine the range of this variation-the highest and lowest 
-as well a s  the prevailing rate. Each rate  in the table above is weighted 
according to  the amount of loans held by the company reporting such rate. 
To illustrate: if only two companies a r e  reporting, and one with one mil- 
lion dollars in farm mortgages reports i t s  highest interest rates  on these 
loans to be 10 per cent and the other with two millions in mortgages 
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AVERAGE PREVA I L I NG INTEREST RATES 
P E R  C E N T  
0 1 2 5 4 s 6 7 8  
Figure 1. The average  reva ailing interest ra te  was obtained for each of the  six 
types of loanina institutions by averaging the  prevailing rates reported b y  each bank 
or  company. The ra te  reported by any individual bank or company was glven weight 
according to  the  total amount of mortgages held. 
reports highest rates  to  be 9 per cent, the weighted average highest interest 
ra te  would be 9 1/3, not 9 1/2 per cent. 
The prevailing interest is  the  ra te  most commonly charged and is, 
therefore, the most significant here. It represents the average1. 
It should be remembered tha t  the Federal Land Bank and the joint stock 
land banks have strict minimum interest rates  se t  by law and, further, that  
bonds issued by these institutions a re  exempt from taxation. The latter 
feature has given these institutions a distinct advantage over the other 
fa rm mortgage financing institutions. 
THE LENGTH OF TERM OF LOANS 
These loans represent capital investment, not operating expenses, and 
should be considered a s  such. A considerable period of time is  required to 
pay the principal in  addition t o  the yearly interest charges. 
In  case the loan is  made for  a term of years which is too short the 
farmer is  compelled either to  renew his note or liquidate his business. Re- 
newals are expensive, uncertain, and troublesome. To be forced to  sell the 
land to pay off the mortgage on account of inadequate time is ruinous to 
the individual farmer and lends to the instability of agriculture in general. 
The length of the loan has, therefore, a direct influence on the cost of 
financing and must be considered in addition t o  the interest rate. 
IAny commissions or bonus charges made should of course be added to  this 
average. No very satisfactory information was nhtained a s  to  the amount of such 
charges. I t  was estimated by C. W. Thompson in Hearings before the Subcommittee o f  
the Committee on Rural Credits, 64th Congress, t ha t  in 1915  commissions and bonuses 
on farm mortgage loans in Texas amounted to  six-tenths of one per cent annually when 
distributed over the  period of the  loan. The indications are  that  this figure is too high 
now, since there has been a tendency to  reduce interest rates on farm mortgages in the 
s t a t e  during the  past ten years. 
TABLE 5 
Percentage of Total Loans by Each Type of Institution for the Different Terms of Years 
I I Term in Years 
Institutions 
Farm Mortgage Companies. 
Joint Stock Land Banks. . . . 
Federal Land Bank.. . . . . . . 
Insurance Companies . . . . . 
Trust Companies* . . . . . . . . 
National Banks . . . . . . . . . . 
State Banks . . . . . . . . . . . . . 
*Estimated. One company reported all loans for 10 years, one reported loans ranging from 1 to 10 years, and the third reported 
loans from 6 to  10 years. 
1 
0.01 
1.46 
10.0 
58.2 
62.7 
0.06 
1.31 
10.0 
10.4 
4.6 
4 
2.1 
0.69 
10.0 
2.2 
2.2 
10.0 
5.4 
7.5 
17.9 6.3 2.3 0.6 
0.1 ( 22.3 ( ( 2 . 1  j O.l I 
6 7 10 
46.6 
40.84 
60.0 
15 / 20 1 Over 30 
32.1 7.1 
49.15 
10.0 
100 
100 
0.6 
0.01 0.3 
8.9 
4.04 
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It will be observed tha t  approximately 60 per cent of the farm mort- 
gages held by commercial banks run for only one year. This high percentage 
of short-time mortgages can be accounted for largely by the fact that  in 
the majority of cases these mortgages on land are  taken a s  additional se- 
curity for  short-time loans previously contracted. Almost one-half of the 
total amount of loans made by farm mortgage companies is made for  a 
term of ten years, while about one-third of the amount runs five years. 
Insurance companies concentrated ninety per cent of their loans in the 
Five- and ten-year periods with a slightly higher percentage running for 
five years. The Federal Farm Loan Act requires that  the Federal Land 
Bank and joint stock land banks loan for  a much longer period. 
METHODS O F  REPAYMENT O F  LOANS 
Closely related to the question of the length of term of loans is that  of 
the method of repayment. It was indicated above that a farm mortgage 
should run for  a period of time sufficiently long for  the farmer to pay 
i t  by the operation of the farm. Likewise, methods of paying off the loan 
should be adapted to the farmer's income periods; that  is, a part of the 
mortgage should be paid off a t  the end of each year. Otherwise, the 
farmer either fails to save for  the time the mortgage falls due or, if he 
does save, he has a - r a the r  difficult problem of finding a suitable invest- 
ment fop his savings. The investment of his savings should be in the 
2limination of part  of the principal of the loan, thereby reducing his an- 
qua1 interest bill. 
TABLE 6 
Percentage of TotaI Loans by Each Method of Repayment 
I I Per Cent by Each Method of Repayment 
Table 6 indicates tha t  a large percentage of the loans made by farm- 
mortgage, insurance, and trust  companies, a s  well a s  by those of commer- 
cial banks, i s  required to be paid in a lump sum a t  the end of the period, 
while only about one-fourth of the loans call for  regular annual payments. 
rnstitutions 
"rm Mortgage Companies. ... 
loint Stock Land Banks..  ..... 
,redera1 Land Bank .......... 
Insurance Companies ......... 
Trust Companies ............ 
National and State Banks..  .... 
a 
I 
I 
r g  
1 .M 
3 1  Q .u 
- c  z z ?  .- 
.;EB 2 h ; " E 1 , $2- 2.; ' 49, aL4 4 
- 
5 
0 
4.9 38.3 
+ 0
w 
--
100 
100 
100 
100 
100 
45.7 26.2 
92.0 1 . 0  
23.2 
61.9 26.4 
19.3 
18.1 
2.4 
15.5 
100.'0 
100.0 
10.5 1.1 I 0.1 1 100 
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Certain banks, insurance, and mortgage companies provide for  partial pay- 
ment of the loan in any amount and a t  any interest payment date, while 
others give this privilege after the loan has run a definite period of time, 
say three or five years. 
The amortization plan of repayment of mortgage loans is  growing 
in popularity both among the financing concerns and the borrowers. The 
Federal Farm Loan Act requires the Federal Land Bank and the joint stock 
land banks to use this method. Briefly, i t  consists of the repayment of a 
fixed sum annually or  semi-annually. This sum includes both the interest 
payment and part  of the principal, and a s  time goes on a larger and 
larger portion of this fixed sum goes to the payment of the principal and, 
obviously, less and less is required for  interest. 
S 
the typt 
PURPOSES O F  FARM MORTGAGE LOAN 
The purpose for  which a loan is. made should determine of the 
loan. If the capital is  to be used to buy land.or to make permanent im- 
provements i t  should be for  a long period of time, while if i t  is to pay off 
short-time debts or  t o  buy supplies for  yearly operations i t  should be of 
short-time duration. An attempt was made in the letters sent out to the 
loaning companies to find out the purposes for  which farmers obtain 
mortgage loans. The percentages in Table 7 are made u p  partly from esti- 
mates made by the companies and partly from definite information which 
was contained in their records. 
TABLE 7 
Percentage of Loans for Various Purposes* 
Per Cent for Each Purpose by Institutions 
le 7 requires some explanation. The most noticeable feature of 
bllt; I I ~ U ~ ~ S  in this table is the high percentages of loans indicated a s  being 
used to pay off old mortgages. The high proportion of loans for  this pur- 
Purposes Y 
hcrl E-cv 
Land Purchase ............... .I 42.1 
Total. .................. ./ 100.0 1 100.0 1 100.0 1 100.0 1 100.0 
.mercial banks were not questioned on this point. 
10.0 
78.0 
6.0 
2.0 
0 
4.0 
Pay Mortgages ................ 
Pay Short-Time Debts. .......... 
Improvements. .................. 
Supplies. ....................... 
Other Purposes ................ 
33.5 
6.6 
15.3 
0.4 
2.1 
12.0 
68.0 
9.0 
3.0 
0 
8.0 
22.9 
53.3 
7.4 
5.1 
6.5 
5.8 
63.0 
33.0 
9.0 
2.5 
2.5 
0 
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pose is  particularly evident in  the case of the Federal and joint stock land 
banks and the insurance companies. These a re  chiefly land mortgages. 
As  a matter  of fact  these old mortgages, which a re  being paid off by ob- 
taining new loans, were made originally chiefly for  the purpose of buying 
land and making improvements. It was not possible to learn the exact pur- 
poses for  which the old mortgages were made, but i t  is only reasonable to 
suppose tha t  the portion of the loans used to  purchase land had about the 
same relation t o  the portion used for  improvements, supplies, and to pay 
off short-time indebtedness, a s  tha t  indicated in the present loans of these 
institutions. Further, i t  i s  obvious tha t  the old mortgages were made 
chiefly to  buy land and to  make improvements since the  Texas homestead 
exemption law forbids a homestead of 200 acres, or less, to  be mortgaged 
for .  any  other purposes. And i t  is  reasonable to  assume that  a very large 
percentage of these old mortgages were made by farmers who did not 
have more than 200 acres. 
In  order to  show the ultimate purposes for  which the loans of these 
institutions were made the percentages represented in Table 7 a s  going 
to  pay off old mortgages should be distributed among the other purposes; 
e. g., land purchase would include a large proportion of i t  and improve- 
ments would probably include the second largest portion and the remaining 
portion would be included under supplies, paying off short-time debts, and 
other purposes. 
A loan obtained to pay off an  old mortgage indicates one of two 
things: 1) the old loan, being made for  a term too short for  the borrower 
to be able to pay i t  off a t  maturity, i s  due and must be settled; or, 2)  the 
borrower i s  refunding his debt in  order to  obtain a lower interest rate  or 
some other advantage. 
The amount of mortgage loans for  the funding of short-time indebt- 
edness is  higher than might be expected, while buildings and improve- 
ments come in for  a proportionately smaller amount than would be ex- 
pected. The "Other Purposes" includes the purchase of fertilizer, live- 
stock, improvements, and the payment of taxes. Also, in the case of the 
Federal Land Bank, five per cent of the loan goes to purchase stock in the 
fa rm loan association. 
THE TEXAS HOMESTEAD EXEMPTION LAW 
There has been a great  deal of discussion concerning the advisabiIity of 
amending our homestead exemption law. I t  is considered by many a s  out- 
of-date and ill-adapted to present conditions. The law prevents the mort- 
gaging of a two-hundred-acre homestead, except for  the purpose of paying 
the purchase price and for  improvements. That is, if a Texas farmer has 
two hundred acres of land paid for  he cannot mortgage i t  for  any pur- 
pose except f o r  improvements, and this is  restricted to a mechanic's lien. 
The law is  the strictest homestead law in the United States, and many con- 
TABLE 8  
Per Cent of Institutions Giving Various Answers to  Questions on the Effect of Texas Homestead Exemption Law on Farm 
Mortgage Financing 
Institutions 
. . . . . . . . . . . . . . . . .  FarmMor tgageCompan ies  
Joint Stock Land Banks . . . . . . . . . . . . . . . . . . . .  
Federal Land Bank* . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . .  InsuranceCompanies 
Trust Companies . . . . . . . . . . . . . . . . . . . . . . . . . .  
National Banks . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
State Banks . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
*This bank was not questioned on the subject. 
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sic 
th 
mc 
lo: 
ider it, in i ts  present form, a great handicap rather than a benefit tc 
srmers of the State. 
The opinions of the bankers, loan, and insurance companies on 
uestion are summarized in  Table 8. 
These farm financing institutions were asked: 1) Does the homestead 
exemption law of Texas tend to increase the general rate of interest on 
the farm mortgages in the state? 2) If i t  does increase the interest rate, 
how much? 3) Does the law reduce the number of mortgage loans made? 
) Should the law be abolished, or should i t  -be modified, or should i. 
lain a s  i t  i s?  It will be observed from the above table that  the majl 
E the institutions refrained from answering this question. The f a  
E the insurance companies to answer questions on the homestead exc 
on law was due in many cases to their unfamiliarity with conditions ir 
tate a s  affected by the law, since the majority of these companies arc 
cated in Texas. 
Of the national banks answering the question a s  to whether the 
creases interest rates, more than half answered in the affirmative, v 
:actly one-half of the farm mortgage companies held this view. 
ajority of the other banks and companies said interest rates were 
:tually increased. 
It should be observed that  over two-thirds of the state and nati 
rnks think the law should be abolished. Over two-thirds of the IT 
rge companies which answered a t  all, think the law should ei the~ 
a~olished entirely or  modified. 
A very considerable number of these banks and companies discu 
this question a t  some length and in the great majority of these case 
was pointed out that  the law in its present form is obsolete. These dis 
-sns may be summarized a s  follows: 1) the acreage exempted is  too large, 
e law having been passed originally a t  a time when larger farms were 
ore common; 2) a large equity which should be available as  security for 
ans to improve the farm is tied up;' 3) since the law i s  impracticable 
there is a vast amount of evasion: 
3 zne 
this 
t re- 
ority 
ilure 
smp- 
onal 
lort- 
r be 
lit was pointed out in this connection that the very farmers who have shown 
enough initiative and industry to acquire a farm are penalized by the law, being com- 
pelled in many cases to sell the land at a sacrifice. 
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JLED ANALYSIS OF FARM MORTGAGE 'FINANCING 
BY INSTITUTIONS 
i s  hoped tha t  a survey of the preceding pages of this Bulletin i s  
n t  to give a bird's-eye view of the Texas farm mortgage business 
hole. The object here is to give a more detailed picture of the bus- 
lone by each of the different types of institutions. Statements 
nlaur. ~n the brief summary which are  not thoroughly clear may be -clari- 
fied in the following more detailed discussions. 
. Th 
velopm 
stitutio 
l nanc  n 
I V L S I L G J  
fords 
FARM MORTGAGE COMPANIES 
e farm mortgage bankers have rendered a great  service in the de- 
ent of agriculture in this State. They represent the one type of in- 
~n organized strictly by private initiative for  the purpose of making 
,n farm lands. A description of the business of these companies af- 
an opportunity to analyze: 1 )  their functions; 2)  the location of the 
companies and the investors; 3) the amount of their loans; 4) the sys- 
tems of land appraisal; 5) the interest rates which farmers pay, and the 
rates paid to investors; 6)  the purpose of the loans; 7) the  length of term 
for  which they run, and the method of repayment; 8) the work of district 
and local agents; 9)  their foreclosures. 
Functions of the Farm Mortgage Company 
A proper understanding of the functions performed by the farm mort- 
gage company may be had by classifying them under three distinct heads: 
1 )  to make loans on farm lands; 2) to sell mortgages, o r  bonds issued on 
the basis of a collection of mortgages; 3)  to care for  the investment while 
the mortgage is maturing. 
Making Loans: There are four distinct phases to the making of loans. 
First, connections have to be established with prospective borrowers, which 
is done chiefly by advertising in newspapers and magazines and by main- 
taining local agents who a r e  well acquainted with the land and the bor- 
rowers in their locality. Secondly, the work of properly apprzising the 
value of the farm to be mortgaged i s  a great  task in itself and trained 
appraisers a re  required for  the job. Thirdly, an investigation of the 
mortgagor's title and the preparation of an  abstract are necessary. Lastly, 
the loan is advanced to the borrower and the papers recorded in the files 
of the company. 
Selling Mortgages: The second function a s  indicated above i s  tha t  of 
finding investors for  the mortgages. It i s  probably not generally realized 
that  farm mortgage companies pass practically all of their mortgages on 
to other business organizations and to  individual investors. Here again 
is the task of establishing connections, which is likewise done by various 
advertising methods and by maintaining agents in investment centers. The 
...,.-..+.-.+ ion of the company for  conservative appraisals and sound judgment 
lief asset in the matter of finding investors for  i ts  mortgages. There 
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remains then the process of actually negotiating the sale of the mortgage, 
or the bonds based on the mortgage. 
Caring for  Investments: The third function of the mortgage company 
is that of caring for  the investment while the mortgage is  maturing. This 
function is, likewise, not generally understood. The service rendered here 
distinguishes the farm mortgage banker from the commission man and 
broker, who merely establish connections between buyer and seller or in- 
vestor and borrower. In  the first place, the mortgage banker looks after 
the security from the day the loan i s  made to the day it is paid off. He 
must see t ha t  the taxes on the land mortgaged are paid each year. He must 
see that  the property does not depreciate in value by slack methods of 
farming or by the depreciation of buildings and, if buildings and other im- 
provements are included in the original appraisal, he must see that the 
insurance is  kept up. Secondly, i t  is the work of the banker to collect and 
pass on to the investor the annual or  semi-annual interest payments, and to 
collect and pass to the investor the amount of the loan a t  maturity. In  
the third place, because of the practice of most farm mortgage companies 
to guarantee the payment of interest and the loan itself in case of default 
of the borrower, these companies often advance funds to the borrower for 
payment of taxes, insurance, and interest and charge i t  to the farmer's ac- 
count'. This procedure has two great advantages: 1) i t  makes i t  possible 
for the borrower to pull through a hard year without fear  of a foreclosure 
and forced sale of his farm; 2) i t  adds greatly to the attractiveness of the 
farm mortgage as  an  investment. 
Location of Companies and Investors 
Of the fifty companies which are indicated as  doing business in Texas, 
and to whom letters were sent, 39 are located in Texas, four in Oklahoma, 
three in Missouri, two in Illinois, and one each in Colorado and Louisiana. 
Of the fourteen which actually gave information, all, except one, are located 
in Texas,-three in San Antonio, three in Fort  Worth, and one each-in 
Austin, El Paso, Wichita Falls, Amarillo, Sherman, Palestine, and Lan- 
caster. One of the 14 is located in Oklahoma City. It should, therefore, be 
remembered tha t  most of the information presented here concerning farm 
mortgage companies comes from companies located in the State, whereas 
a considerable amount of the loans actually made in Texas are made by 
out-of-state companies. 
I t  has been pointed out above that  farm mortgage companies supply 
only a small part  of their loans from their own capital. Seven of the 
larger companies having a total of loans in force amounting to $49,835,808 
have a total capital and surplus of $1,175,734, or  2.36 per cent of their 
loans. Moreover, according to the reports from eight companies having 
loans amounting to more than $45,000,000, only 0.54 of one per cent of this 
amount was actually held by them on January 1, 1924. Hence, practically 
all the capital i s  obtained from other sources by the mortgage companies; 
IRobins K. N.. "The Farm Mortgage Handbook" pp. 67-71; Putnam. Geo. E., "The 
Land ~redit'~roblern", Bulletin of the University of kansas, Vol. XVII, No. 18, p. 28. 
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The mortgages are sold to individuals, insurance companies, and business 
organizations having surplus funds. 
Unfortunately, not much detailed information was obtained concerning 
these investors. It was found tha t  one company passes practically all i ts  
mortgages on to a British investment concern while others indicated that  
certain insurance companies of the North and Eas t  take the mortgages. 
The great bulk of funds for  these loans to  farmers comes from outside.of 
the State. A summary of the reports of nine of the larger companies shows 
that 91.8 per cent of the total amount of their mortgages is sold outside 
the State. Of the remaining 8.2 per cent, 2.3 per cent is sold in  Texas but 
outside the counties in which the companies a re  located, and 5.9 per cent in 
their home counties. 
Amount of Loans 
The twelve companies which reported the amount of loans in force 
had $57,577,408 outstanding January 1, 1924, less than one million of which 
was secured by second mortgages. This sum probably represents well 
above ten per cent of the total fa rm mortgage indebtedness of the State. 
Five of these companies had loans in force amounting to less than 2% 
millions of .dollars each, three had 2% to  5 millions each, one had between 
5 and 7% millions, one between 7% and 10 millions, and two had over 10 
millions of dollars outstanding. Since most of these loans run for  five-and 
ten-year periods, i t  is obvious tha t  the larger companies make loans amount- 
ing to well above a million dollars a year. 
Appraisals 
To the casual observer the determination of the value of a farm seems 
simple and, since the loan company only loans 50 to 60 per cent of i t s  
value, appraising i t  should be a small matter. But upon closer examination 
i t  is found: I )  that  50 to  60 per cent does not leave such a wide margin of 
security, since in  case of a forced sale under foreclosure much less than the  
actual value must often be accepted; 2) tha t  land values in a particular lo- 
cality may decline; 3) that, f a r  from being a simple process, the accurate 
1 .  kination of the value of a piece of land i s  a very complex problem. 
lere are two main bases used by these companies for  appraising the 
of a farm: 1) the sale price and; 2) the value based on the produc- 
of the land. Since in many cases land i s  not being sold a t  the time 
the,loan is made, the appraiser or  inspector for  the company must arrive 
a t  the sale price either by what the land sold for  the last time i t  changed 
hands or by the price a t  which the land in the surrounding community 
is actually selling a t  the time. The former method i s  not accurate, since 
land values have probably changed, and the latter method is somewhat dif- 
ficult since land prices often vary considerably within the same commu- 
nity. 
The more scientific basis for  land appraisal is i ts  productivity, but pro- 
ductivity varies from year to year. The problem is  further complicated by 
the fact that  not only does land vary from year to  year in the amount of 
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Texas Farm ~ o r t ~ a ~ e  & lnvestKd/Ckw 
Figure 2. Copy of an actual report made June  24 1924  by a n  
inspector of the  Texas Farm Mortgage and ~ n v e s t m e n i  combany of 
San Antonio, Texas. The names of the  prospective borrower and the 
inspector were purposely omitted by the  company. 
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commodities i t  will produce, but the prices of these products vary widely 
from time to time. Another point which must be considered by the ap- 
praiser is that  the productivity of the land is  different with different farmers 
in charge. Hence, the ability of the borrower as  a farmer must be con- 
sidered. It should, therefore, be clear tha t  the scientific appraisal of a 
farm requires many facts and a high degree of skill and judgment on the 
part of the appraiser. 
With the permission of one of the larger Texas companies a copy of 
an  appraiser's or  inspector's report made on June 24, 1924, f o r  an  actual 
transaction is  presented in Figure 2. Observe the systematic arrange- 
ment of facts concerning the property: 1) the location, the surface, the s tate  
of cultivation, and the soils; 2) the improvements, coal and oil leases, the 
purchase price and the reputation of the applicant; 3) the crop report includ- 
ing the amount and value of each crop; 4) the actual appr?isal, the above 
facts being used a s  a basis. 
Average Rates: In 
terest Rates 
ites affect borrowers, investors, and mort- 
gage companies; therefore, tne rates  paid by the farmers, the  rates  received 
by the investors, and the margin received by the bankers will be discussed 
together. According to  the reports of the farm mortgage companies they 
charge the borrowers a n  average prevailing interest ra te  of 6.94 per cent 
on first mortgages and 7.5 per cent on second mortgages. The average pre- 
vailing rates paid to  investors on first and second mortgages combined is 
6.2 per cent. The nominal rate  to cover the costs of operation is, therefore, 
probably less than one per cent. Frequently certain commissions and 
bonuses are required when the loan is made and again in case of renewal of 
the note, and these charges should of course be added t o  the interest r a t e  
to obtain the full cost of the loan. The figures in Table 9 include only t he  
straight interest rates  a s  reported by the  mortgage companies. 
Range of Rates on FErst Mortgages:' I t  was indicated above tha t  the  
average prevailing interest rate  charged on first mortgages i s  6.94 per  cent, 
but since an average does not give all facts which may be of value, t he  
range of interest rates  will be shown. Each company was asked to  give i t s  
highest, i ts  lowest, and i ts  prevailing rate  on first mortgages. The average 
highest rate  on first mortgages i s  8.12 per  cent', and the highest r a t e  
charged on any loan is  10 per cent. The average lowest rate  is  6.76 per 
cent, and the lowest ra te  charged on any loan is 6.5 per cent. Figure 3 
shows the average of the highest, lowest, and prevailing rates  on first 
mortgages reported by fa rm mortgage companies. 
The prevailing rate, however, is  the one which is  the most commonly 
charged and is  of much more significance than i s  an  exceptionally high or  
low rate charged on an  occasional loan. Hence, a fuller analysis was made 
ISecond mortgages held by these companies are relatively insignificant, the total 
of such loans being only $803,516.  The average rate on second mortgages, a s  indicated 
above, is 7.5 per cent, and the range of rates is from 7 to 10 per cent. 
2This average was calculated by weighting each highest rate reported according to 
the total amount of all the loans of the company reporting. 
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AVERAGE RATES 
PER.  C E N ~  
' 0 1 2 3 4 5 6 7 t 3 1 0  
Figure 3. Average highest, lowest, and prevailing interest rates of farm 
mortgage companies. Each company reported its highest, lowest, and prevailing 
rate. Averages were obtained by weighting the rate reported by each company 
according to the total mortgage loans of the company. 
lf prevailing rates. Three of the larger companies reported 6.5 per cent 
,s their most usual rate, two reported 7 per cent, one reported 7.5 per 
cent, five reported 8 per cent, and one reported 10 per cent. Table 9 shows 
the amount and the per cent of total loans made by companies reporting 
each of these prevailing rates on first mortgages. 
TABLE 9 
Per Cent of Total Loans by Farm Mortgage Com- 
panies Reporting ~ a r i o d s  Prevailing Rates on First 
Mortgages 
I I 1 Total Amount 1 Per Cent of 
........ Total . /  $56,683,169 / 100.0 
1 - 1  
previ.i 
*This does not mean that  loans amounting to 
$28,445,169 were made a t  6 %  per cent, but it  
means that  companies whose total loans of all 
kinds amounted to $28,445,169 reported that  their 
prevailing rate is 6 1/2 per cent. 
I t  will'be observed that  companies having only two-tenths of one per 
of Loans by Loans by 
Companies 1 Companies 
Reporting I Reporting Each 
cent of the first mortgage loans reported indicated that  the prevailing 
or  most usual interest rate charged is  10 per cent, while companies having 
50.2 per cent of the loans indicated a prevailing rate of 6.5 per cent. By 
weighting a11 the prevailing rates according to the amount of loans by com- 
panies reporting each rate the weighted average prevailing interest rate 
of 6.94 per cent was obtained. A close study of Table 9 should give a 
definite idea of the range of the prevailing interest rates of the farm 
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mortgage companies operating in Texas. The relative importance of ea 
of the prevailing rates reported is graphically shown in Figure 4. 
Figure 4. This chart shows the percentage of the total of all mortgages reported 
by farm mortgage companies which was reported by companies having prevailing rates 
of 6.5, 7.0, 7.5, 8.0, and 10.0 per cent. 
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Rates to Investors: In Table 10 the prevailing interest rates which 
2 paid to the investors in these farm mortgages are analyzed in a sim- 
r manner. Companies having 73.5 per cent of all loans reported indicate 
3t their mortgages most commonly pay investors 6 per cent interest. The 
lighted average prevailing, or  most usual, rate  is 6.2 per cent, and the 
nge of prevailing rates reported by these companies is from 6 to 8 per 
lt. 
TABLE 10 
Amount and Per  Cent of Loans Made by Eight Com- 
panies Reporting Various Prevailing Rates Paid t o  l'n- 
vestors * 
I I 1 Total Amount of \pe r  Cent of Total 
Prevailing Loans by Loans by Companies 
Interest Rates Reporting Each 1 Rate 
Total ......... . . I  $43,951,808 1 100.0 
! 
*Each company reported the prevailing ra te  which i t  
paid to  investors in i ts  mortgages. Since the  amount 
of mortgages sold to  investors is in direct proportion 
to  the  amount of loans made t o  farmers each ra te  re- 
ported here is weighted according to  the  total amount 
of loans made by the company. 
**Very small fraction of one per cent. 
The relative importanc.e of the various prevailing rates paid investors 
s graphically shown in Figure 5. I t  will be observed that  a very large por- 
ion of these mortgages pay investors 6 per cent interest. 
Purpose of Loans 
Ten farm mortgage companies having a total of $49,551,808 in loans 
Texas farms reported the purposes for  which loans were used. Approx- 
ately 42 per cent of this amount was used directly by the farmers to 
rchase farms. The percentage of loans by farm mortgage companies 
fz" 
otE 
COI 
Pa' 
ing immediately for this purpose is considerably higher than that  of any 
ler types of institutions1 making loans on farm land, except the trust 
npanies2. On the other hand, the percentages of loans by these com- 
nies for  the payment of old mdrtgages9eld by borrowers is less than that  
the other loaning agencies, except the trust companies. Thus, 78 per cent 
the amount of the-loans by the Federal Land Bank, 68 per cent of the 
]See Table 7 above. 
21't should be remembered tha t  only three t rus t  companies reported, which is not  an 
quate sample. 
3indirectly, of course, for the  purchase of land, improvements, etc. See discussion 
purposes fo r  which old mortgages were originally made following Table 7. 
. R A T E  
Figure 5. The per cent of the total loans of all reporting farm mortgage companies 
held by companies which reported the various prevailing rates to  investors. 
joint stock land bank loans, and 53 per cent of the loans of the insurance 
companies went to pay off old mortgages, while only 33% per cent of 
the amount of these farm mortgage companies' loans went for  this pur- 
pose. Over 15 per cent of the loans of these companies went f o r  buildings 
and improvements, and the next highest percentage for  these purposes is 
that  of the insurance companies, which is slightly over five. 
Table 11 shows the amount and per cent of the total loans going for  
the various purposes. 
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TABLE 11 
Amount and Per Cent of Total Loans Made by Reporting Farm 
Mortgage Companies for Various Purposes 
Purposes Amount Per  Cent of Total 
Total ...................... . /  $49,551,808 I 100.0 
Land Purchase .............. 
r o  Pay Mortgages .......... 
To Pay (Short-Time Debts. ..... 
For Buildings and Improvements 
To Buy Supplies ............. 
Other Purposes .............. 
PURPOSES OF LOANS 
P E R  C E N T  
0 10 20  50 40 
Figure 6. Per  cent of the total loans of all reporting farm mortgage com- 
panies made for  the various purposes. 
Over three millions of dollars, o r  upwards of 6 per cent of the total, 
were used for  funding and paying off short-time debts, which the bor- 
rowers had contracted with merchants, commercial banks, and individuals. 
Slightly less than one-half of one per cent was used to  buy supplies, such 
as feedstuffs and seed, and to  pay family expenses. "Other Purposes" in- 
des the purchase of machinery and livestock and the payment of in- 
est, insurance, and taxes. 
The Term and Repayment of Loans 
Length of Term: All of the 14 reporting companies indicated the per- 
centage of outstanding loans which was made fo r  periods varying from 
one to  twenty years. From these percentages and the amount of loans of 
each company a summary of the  per cent and the amount for  each term 
was calculated. It was found tha t  $26,857,954, o r  46.6 per cent of the 
total, was loaned for  a term of ten years, and $18,686,809, or  32.4 per cent, 
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for five years, the two terms covering 79 per cent of all loans. , The ne: 
most important term is  twenty years, followed closely by the seven-ye; 
term. Exactly 16 per cent of the total amount of all loans falls withi 
these two periods. 
TABLE 12 
Amount and Percentages .of Total Loans by Reporting 
Farm Mortgage Companies Classified According to Length 
of Term * 
Total ........... .) $57,577,408 ) 100.00 
Term of Loans 
in Years 
1 I 
*Weighted arithmetic average length of loan is  8.57 
years. 
Amount Loaned 
for Each Term 
Per Cent of 
Total Loans 
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T E R M  OF LOANS 
TERM O F  LOAN< 1~ Y E A  R S  
Figure 7. Percentage of the total loans reported by farm mortgage 
companies made for various periods from one to twenty years. 
Table 12 and Figure 7 show the relatively short term of these 1( 
~d the characteristic clustering of loans a t  the round number periods or 
ve, ten, and twenty years. 
Methods of Repayment: Closely connected with the question of length 
,I period for  which loans a re  made is  that  of the method of paying off the 
mortgage. Not all the companies reported on this question but approxi- 
mately 40 per cent of the loans of those reporting is paid in a lump sum at 
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the date of maturity, slightly less than one-fourth by regular annual pa: 
ments, and over 18 per cent by partial payments whenever i t  is convei 
ient for  the borrower. That the amortization plan of paying off loat 
is coming into prominence is indicated by the fact that  these companies ha7 
loans in force under this plan amounting to $5,504,107, or  15.5 per cent ( 
all their loans. 
TAELE 1 3  
Amount and Percentage of Total Loans by Reporting Farm 
. Mortgage Companies by Each Method of Repayment 
I I 
Methods 1 Amount I P e r  Cent 
-- 
Total . .  ............... ../ $36,577,407 1 : 
.................. Lump Sum 
Annual Payments ............. 
Partial Payments a t  Will. ...... 
Amortization ................. 
At Will After a Certain Period..  
METHODS OF REPAYMENT 
I 
Figure 8. Percentage of all loans reported by farm mortgage companies ac- 
cording to  the method of repayment required. 
$13,638,603 
8,242,489 
6,442.208 
5.5 04.107 
1,750,000 
Agents 
3 8 . 3  
2 3 . 2  
1 8 . 1  
1 5 . 5  
4 . 9  
Most of the farm mortgage companies maintain local agents. The 
number of these agents ranges from seven to thirty-five, with the excep- 
tion of one large company, which has one hundred and fifty representatives 
in the farming communities of the State. These agents are very frequently 
business and professional men, such a s  lawyers, abstractors, insurance 
agents and bankers, who 'take the farm mortgage agency a s  a supplement 
to their regular business. They establish local connections, make prelim- 
inary appraisals and represent the mortgage company in any transactions 
with borrowers, receiving compensation usually in the form of a certair 
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nmission on the loans negotiated. The most usual commission i s  two per 
t ,  the range being from one to  three per  cent of the amount of the 
n. Commissions a re  paid in most cases by the company. 
Three of the larger  companies also have district officers who sup 
e the work of the local agents in particular sections of the State. C 
npany has one, another has two, and the third has ten district officers 
Foreclosures 
Five of the 14 companies reported foreclosures for the year 1923. The 
a1 amount of the mortgages involved is  $531,800, o r  .09 per cent of the 
a1 loans of all the companies. About one-fourth of this amount had 
n settled by December 31, 1923, with no losses to the companies. 
JOINT STOCK LAND BANKS 
Five joint stock land banks were operating in Texas January 1, 1924, 
with loans in force amounting to  $33,892,271, or  a n  average of $6,778,454 
per  bank. Two of the five a r e  located in Dallas, two in San Antonio, and 
one in Houston. Three were established in 1919, one in 1922, and one in 
1923. 
The Federal Farm Loan System of the United States is composed of 
twelve Federal land banks and, a t  the end of 1923, seventy joint stock land 
banks. All a r e  under the direct supervision of the Federal Farm Loan Board 
according to  the provisions of the Federal Farm Loan Act of 1916. Con- 
cerning joint stock banks, the law specifies the minimum capital stock, the 
maximum interest rate  to  be charged, the length of the term of loan and 
the  method 'of repayment. Furthermore, i t  defines the maximum ratio of 
ns to  value of land and buildings, and supervises bond issues. Hence, 
five Texas banks, just a s  the joint stock land banks in other states, 
.rge a uniform ra te  of 6 per cent on all loans, have capital stock amount- 
to a t  least $250,000, and loan a maximum of 50 per cent of the value of 
land and 20 per cent of the value of buildings and improvements. 
ins run  for  a period of thirty-three years, and a re  paid on the amortiza- 
I plan. Bonds a re  issued under the supervision of the Federal Farm 
in Board, and a re  sold to investors a t  5 per cent interest1. While the 
creating these banks is specific in certain requirements, there are some 
t s  of interest concerning the actual operations of the five Texas banks. 
ital 
$2 ,j 
the, 
to  1 
law 
Capital Stock and Loans 
Although each joint stock land bank is  required to have a minimum cap- 
stock of only $250,000, the five Texas banks had a total capital stock of 
367,000, or  a n  average of $573,400 per bank. Since the total loans of 
se banks on January 1, 1924, amounted t o  $33,892,271, the ratio of loans 
capital was 11.8 to 1. Some such ratio must be maintained since the 
providing for  the creation of these banks limits the outstanding bonds 
- or the bank to  fifteen times the amount of i ts  capital and surplus. This 
'Authority was obtained to  issue bonds at 5% per cent but a very small amount has 
I issued at  this rate. 
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provision is a protection to the holder of the  bonds and a restriction upon 
the bank in  over-expanding i ts  loans. Hence, a s  a bank's business expands 
i ts  capital stock must be increased accordingly. The largest one of the 
five Texas banks has loans amounting t o  more than $15,000,000, : 
capital stock of over $1,000,000. 
xnd has I 
Appraisals and the Ratio of Loans to Value 
Appraisals are made for  these banks by Federal appraisers speciallj  
appointed by the Federal Farm Loan Board for  each bank. Three banks; 
reported the number of appraisers operating in Texas. One bank had six, 
another had three, and the other had one. 
The law requires tha t  the earning power of the fa rm shall be the- 
principal factor in determining i ts  value. Rather than use the production, 
for  a single year, an  attempt i s  made to determine the average produc 
tion, and the average prices of products, over a series of years. The renta 
value of the farm is often used a s  an  index to  the power of the fa rm tc 
produce a profit sufficient to pay off the loan. The sale price of the lanc 
is also considered. Another important item affecting the appraisal i s  thl 
so-called moral risk, or the character and ability of the borrower. 
After a value is placed on the farm, a loan, not to  exceed 50 per cen 
of the value of the land and 20 per cent of the permanent insurable im 
provements may be recommended by the appraiser. The executive com 
mittee of the bank either approves o r  rejects the loan upon the basis of thc 
appraiser's full report on the property. This report must also be approve( 
by the 'securities Division of the Federal Farm Loan Board before thc 
mortgage can be used a s  a basis for  a bond issue. - 
District Officers and Local Agents 
The number of local agents maintained'by these banks varies fron 
time to time, and no definite data could be obtained on this point. Thc 
most usual commission paid these agents is one per cent of the amoun. 
of the loan, while some are paid only one-half of one per cent. 
Two joint stock banks indicated tha t  district or  branch offices a r e  
maintained over the State. One has seven branches in the leading towns and 
cities and the other has two. 
Interest Rate and the Length and Repayment of Loans 
Only first mortgages a re  taken and a uniform interest rate  of 6 per  
cent i s  charged. Loans run for  a period of about thirty-three years, with 
the privilege of paying off the note in full a t  any interest payment date 
after the loan has run five years. Payments on the loan are made on tht 
amortization plan, the borrower paying 6 per cent interest and 1 per ceni 
on the principal annually, or  semi-annually, retiring the loan a t  the enc 
hirty-three years. The borrower pays the attorney's fee for  examinatior 
and title, the cost of inspection of the land, and the recording of papers 
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Purpose of Loans 
Two of the banks having over- 65 per cent of the total loans of all joint 
kock land banks in the State made estimates of the purposes for  which their 
oans were made. One bank loaned 10 per cent for  land purchase, 80 per 
ent for  the payment of old mortgage indebtedness,' 5 per cent to pay off 
hort-time obligations, and 5 per cent for  buildings and improvements. 
?he other reporting bank estimates that  98 per cent of the total amount of 
ts loans was used for  the purpose of payin mortgages, and 2 per 
ent for  buildings and improvements. 
Bond Issues and 
g off old 
Sale 
These banks issue and sell bonds secured by a collection of farm mort- 
*ages instead of selling the mortgages, a s  is done 'by the regular farm 
Tortgage companies. For  instance, if a joint stock bank is in need of 
500,000 to loan i t  presents an equal amount of farm mortgages to the farm 
)an registrar a t  Houston who, with the approval of the Federal Farm Loan 
loard a t  Washington, deposits the mortgages a s  security for  a bond issue. 
lnly first mortgages are acceptable, and the bond issue must amount to a t  
?ast $50,000. Bonds outstanding a t  any given time must not be more than 
fteen times the amount of capital and surplus of the bank. 
Bond issues of the reporting banks range in size from $100,000 to 
3,750,000, the frequency and size of issues depending upon the require- 
Lents of the bank. According to the reports of these banks all the bonds 
re sold outside the State. The practice is to turn the whole issue over' 
1 the big investment companies, who advertise and sell them to the public 
)r the bank for  a stipulated commission. A large part of all these bond 
issues i s  sold by bond or investment houses located in the large cities of 
the North and East, particularly in New York City. 
The bonds uniformly bear 5 per cent interest2, payable semi-annually 
by the bank. There has been very little difficulty in marketing these bonds, 
since they are based on very sound security and are exempt from taxa- 
tion. They are secured by first mortgages representing less than one-half 
the value of farms a s  determined by Federal appraisers. 
Foreclosures 
Three banks reported tha t  no foreclosures occurred during 1923. One 
snk had two o r  three minor foreclosures during this year, with no loss to 
le bank. 
THEFEDERALLANDBANK 
Although the Federal land banks and the joint stock land banks are su- 
pervised by the Federal Farm Loan Board, there are certain outstanding 
differences in the organization and operations of these two types of banks. 
First,  the joint stock banks are organized by private initiative and are 
lSee discussion of purposes for which old mortgages were originally made following 
Tsble 7. 
2A few issues were made at 5 %  per cent, but practically all these bonds to date 
,ve been sold at 5 per cent. 
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operated with private capital, while the Federal land banks were organized 
by the Federal Government, which furnished the original capital stock. 
Secondly, the joint stock banks loan directly t o  farmers, whereas the Fed- 
eral land banks make loans through national farm loan associations o r  
through banks acting a s  agents. Thirdly, loans may be obtained fron 
joint stock banks by farm owners who are  not farmers, while Federal lanc 
banks may loan only to actual farmers who are a.ctively engaged in ope 
rating the farm mortgaged. 
'The state of Texas comprises District Number 10 of the Federal Farn 
Loan System of the United States. There a re  twelve districts in thc 
country, each of .which is  served by a Federal Land Bank, Houston bein! 
selected as  the location fo r  the Texas bank. 
Loans 
Amount a .th of Loans: The Houston bank began doing bus- 
iness in 1917, auu  it^, the end of 1923 i t  had made loans to  32,928 Texas 
farmers amounting to $96,605,891. The $90,093,950 remaining in form 
December 31, 1923, represents almost three times the total amount of 
loans of the five joint stock land banks in the State. Over 8,000 loans 
amounting to $22,239,100 were closed during 1923. 
The growth of the business of the Houston bank is  indicated in Figure 9, 
~ 
A comparison of the growth of the combined loans of the twelve banks 
of the United States with tha t  of the Houston bank can be made from 
Table 14. 
TABLE 14 
Amo 
Texas 
unt  Loaned in the United States and 
by Federal Land Banks From Organiza- 
tion to the End of Each Year. Including 1923 
United 
States 
- 
*To November 30th. 
**To December 31st. 
It will be observed that  a t  the end of 1923 the Houston bank had loaned 
approximately 11 per cent of the total loaned by the twelve Federal land 
banks of the country. These figvres represent the total amount which 
had been loaned a t  the end of each year. A par t  of this amount had of 
course been paid off, since annual o r  semi-annual payments upon the prin- 
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Figure 9. Total amount of loans made by the Federal Land Bank of Houston from 
the date of organization up to the end of each year from 1917 to 1923, inclusive. 
cipal begin the first year after the loan is made. Some loans have been 
paid in full. Thus, the twelve banks had a total of $799,596,835 of loans 
in force December 31, 1923, the borrowers having paid approximately 
$77,000,000. In Texas, loans amounting to $90,093,950 remained in force 
a t  this date, over $6,000,000 having been paid. 
For every loan that is made the borrower must purchase an amount 
of stock in his local association equal to 5 per cent of the loan. In turn, 
the local association buys that  amount of stock in the bank. Since the law 
sets the limit of the bond obligations of the bank a t  twenty ,times.the 
amount of its capital and surplus, and since 5 per cent of every loan must 
be used to purchase capital stock, the loaning power of the.bank is limited 
anly by its ability to market bonds. 
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At the end of 1923 bonds had been issued to the amount of $91,769,000. 
The capital stock of the bank amounted to $4,629,230, and was all owned 
by the borrowers. The reserve and surplus was $560,000, and the ratio of 
bond obligations to capital and surplus was 17.4 to 1, while the legal max- 
imum ratio is 20 to 1. 
National Farm Loan Associations: Loans are made indirectly to  the 
farmer through national farm loan associations which are organized by 
groups of farmers all over the State. These associations are regular busi- 
ness organizations with officers and directors, a secretary-treasurer attend- 
ing to the details of the business. The farm loan association receives ap- 
plications for loans from farmers in the surrounding community and, after 
investigation and a preliminary appraisal of the value of the farm to be 
mortgaged, passes the application on to the Federal Land Bank for ap- 
proval. All interest payments and communications are made through the 
secretary-treasurer of the association. The borrowing farmer automat- 
ically becomes a member of the association and remains a member until 
his note is  paid. 
There were 348 of these asociations in Texas on March 20, 1923. The 
distribution of these farmer organizations over the state i s  shown in 
Figure 10. 
LOCATION OF 
NATIONAL FARM LOAN ASSOCIATIONS 
Figwe 10. Geographical distribution of the 348 national farm loan associa- 
tfons in operation March 20. 1923. 
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One county had eight .associations and forty counties in the state had 
lone. More than one-half of the counties have one association each. 
TABLE 15 
Number of Farm Loan Associations in 
Texas Counties 
I 
Appraisals: When an  application for  a loan is  made to the secrc 
masurer  of the local farm loan association the loan committee of t k  
rocintion makes a preliminary appraisal of the farm to be mortgaged 
;ends in the application, with i ts  recommendations, to  the Federal 
3ank. Before the loan is  made a special appraiser of the bank is d i ~  
$0 make an  investigation. 
There a re  many factors which enter into the appraiser's determir 
of the value of the f a rm  a s  security f o r  the loan. In the first placc 
tain facts a r e  learned about the farmer himself. The appraiser inc 
concerning the prospective borrower's character and reputation for  
rbility in  meeting obligations. He also investigates the farmer's ability, 
vhich is  indicated by his reputation in the community a s  a good or  a poor 
'armer and by his methods of management. 
In  the second place, the appraiser finds the  total amount of the real 
and personal property owned by the applicant, and makes a special in  
gation of the  property to  be mortgaged. He determines, a s  nearly as 
sible, the productivity of the farm fo r  the  past few years, and inspect 
buildings and improvements. Inquiries are made to determine the pr  
ng  sale value of other farms in the surrounding community. Upoi 
)asis of all these facts a final estimate of the  value of the farm i s  mad 
;ent in  to  the executive committee of the Federal Land Bank for  app. 
Ratio of Loans to Value: Loans are limited by law to an amount 
to  50 per cent of the  value of the land and 20 per cent of the value of per- 
manent improvements. Figures for  the year  ending November 30, 1923, 
show the relation between the total appraised value, the sale price, and the 
total amount loaned. During this year 781 farms mortgaged to the Fed- 
eral Land Bank changed hands, and the actual sale price was recorded a t  the 
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Bank. Checking these sale prices with the appraised valuations, one finds 
that  the total of the lat ter  is  three per cent below actual sale prices, and 
that  the loans made amount to 40 per cent of the value of both land and 
improvements and 39 per cent of the sale price. Table 16 gives the  data 
for  the Texas Bank and for  the twelve Federal Land Banks combined. 
TABLE 16 
Number of Private Sales of Farms Mortgaged t o  Federal Land Banks. 
.ppraised Value. Amount Loaned, and Relation of Loans t o  Sale and Ap- 
raised Value of Farms, for the Year Ending November,30, 1923 
Number of Sales . . . . . . . . . . . . . . . . . . . . . .  
Sale, Appraisal, and Loan 
. . . . . . . . . . . . . . . .  f Total Appraised Value..  
Total Loaned 
i 
. . ....................... I 
Total Sale Price . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . .  Ratio of Loans to  Appraised Value..  
Texas 
. . . . . . . . . . . . . .  Ratio Loans to  Sale Price 
. . . . . .  Ratio Appraised Value to  Sale Price 
United 
States 
LOANS AND VALUES 
O O L L A R ~  I N  / IJLLIOW* 
0 1 ' 2  3 4 5 
S a / e  P r i c e  - 5.6 
Amount  L o a n e d  2.2 
Figure 11. The total sale price appraised value, and the  amount loaned on 
farms mortgaged to  the  twelve ~ e d & a l  land banks. Farms were sold by owners 
during the year ending November 30. 1923. 
Interest Rates: The legal maximum interest rate  which the Federal 
land bank may charge is  6 per cent. The present r a t e  is  5% per cent, and 
is  payable either annually or  semi-annually. 
Other Costs: A maximum of 2 per cent of the amount of the loan may 
be charged to cover the costs of making the loan. Certain expenses are in- 
volved in the appraisal of the fa rm and the preparation of the abstract by 
the farm loan association, for  which i t  may charge a s  much a s  one per 
cent of the loan. .One per cent is  allowed for  costs of appraisal and the 
legal determination of title by the bank. 
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Term and Repayment of Loans: A loan a t  5% per cent interest, pay- 
able semi-annually, runs for  a period of 34% years, unless the borrower 
prefers to  pay i t  off 'more promptly, in which case i t  may be paid in full 
at any  interest payment date af ter  the loan has run for  five years. The 
Houston bank's financial statement of December 31, 1923, indicates tha t  
during the  seven years of operation loans amounting to  $4,112,493, or ap- 
proximately 4.3 per cent of i ts  total loans, had been paid in full. 
Loans a r e  paid on the amortization plan. The word amortization i s  de- 
4ved from "amort" meaning death, and has come to mean "to extinguish7'- 
lere, it 'seems, "to extinguish debt". As used by the Federal Farm Loan 
System, it i s  a method by which a sinking fund i s  built up by the bor- 
rower by paying an  amount equal to  one per cent of the loan a t  each interest 
payment date. These periodical additions to  the sinking fund reduce the 
principal of the loan and, therefore, the interest which must be paid. 
Foreclosures: The results of conservative appraisals, low interest 
rates, and small annual payments a re  shown in the negligible number of 
foreclosures which have been necessary. Of the 32,928 loans which had 
been made up to  December 31, 1923, only 14 foreclosures had been made. 
The following statement on this point was made by R. D. Johnson, Treas- 
urer  of the Houston Bank: "The total amount of our loans up to  Decem- 
ber 31,1923, a t  any  time involved in foreclosures was $68,267.00 with a total 
number of foreclosures of 14. The, total amount involved in foreclosures 
during the year 1923, ending December 31, 1923, was $47,557.00, there hav- 
e ing been a total of 9 foreclosures during 1923 and 5 foreclosures during 
the latter half of 1922". 
Purpose of Loans: Loans made by this bank a re  limited strictly to ag- 
ricultural purposes. These purposes are classified under ten heads a s  fol- 
lows: 1 )  to  purchase land which is  mortgaged to obtain the loan; 2)  to pur- 
chase other land; 3) f o r  buildings and other improvements; 4) for  imple- 
ments and equipment; 5) f o r  fertilizer; 6)  for  irrigation; 7) to purchase 
livestock; 8) t o  pay off old mortgage obligations; 9) to  fund short-time in- 
debtedness; 10) to  purchase stock in the local fa rm loan association. 
The Federal Farm Loan Act of 1916 creating the Federal land banks 
provides tha t  loans may be made "to liquidate" any "indebtedness" of the 
owner of the land mortgaged, existing a t  the time of the organization of 
the  first national fa rm loan association established in or for  the county 
in which the land mortgaged is  situated, or  "indebtedness subsequentIy in- 
curred fo r  purposes mentioned in this section." The purposes mentioned 
in  the law fo r  which loans may be made a re  indicated above. 
Approximately 68 per cent of the amount of all loans of the Houston 
bank to  October 31,1923, went to  pay off old mortgages and 9 per cent was 
used t o  liquidate other debts. Hence, over three-fourths of the amount of , 
all loans of the bank was used by farmers to  shift from various other 
creditors to the Federal Land Bank. 
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TABLE 17 
Amount and Per Cent of the Total Farm Loans in Texas Made by 
the Federal Land Bank for Each Purpose, From Organization to Octo- 
ber 31,  1923  
Purpose Amount Per Cent of Loaned . Total 
Loans made for  the direct purchase of land, for  buildings, equipment, 
livestock, and fertilizer are proportionately low, and the percentages going 
for these immediate purposes in the future may be expected to incrase. A t  
present the per cent of loans used to liquidate old mortgage indebtedness 
is exceptionally high, due, in  part,  to  the recent agricultural depression and, 
in part, to  the particular attractions of Federal land bank loans. I n  the  
first place, interest rates are low. Interest rates  a re  low because: a )  bonds 
(principal and interest) of Federal land banks a re  exempt by law from tax- 
ation; b)  bond sales are made on a large scale by a country-wide organiza- 
tion; c) appraisals a re  made on a uniformly safe basis; d)  costs of opera- 
tion are comparatively low. Secondly, loans a re  made for  a long period of 
years, and a convenient method of repayment requiring small annual or  
semi-annual payments i s  provided. 
Purchase of Land Mortgaged . . . . . . .  
Purchase of Other Land . . . . . . . . . . .  
Buildings and Other Improvements.. 
Imp!ements and Equipment ........ 
Sources of Loanable Funds 
I t  was stated above tha t  the bank had loans in force December 31, 1923, 
amounting to  $90,093,950. The total capital and surplus of the  bank a t  this 
date was, however, only $5,279,230. Hence the bank's own capital and sur- 
plus is a small item in i ts  total loans. 
Capital and Surplus: The total capital stock, $4,629,230, was owned by 
the borrowers. For  every loan tha t  is made the borrower must accept 5 
per cent of the amount of the loan in the form of stock in the bank. Since 
the borrower actually receives only 95 per cent of the amount for  which 
his note is  made, i t  cannot be said that  the capital stock of the bank is  a 
$ 9,179,805 
872 ,838  
2,673.686 
1 ,008 ,410  
1 1  
1 
3 
1 
* 
* 
5 # 
2 
Fertilizer . . . . . . . . . . . . . . . . . . . . . . . .  1 49 ,700  
Irrigation . . . . . . . . . . . . . . . . . . . . . . . .  I 19*485 
Eank Stock . I  4 ,476 ,211  . . . . . . . . . . . . . . . . . . . . .  
Purchase Livestoclc . . . . . . . . . . . . . . .  2,125,007 
Pay Mortgages . . . . . . . . . . . . . . . . . .  
Pay Other Debts . . . . . . . . . . . . . . . . .  
Total. . . . . . . . . . . . . . . . . . . . . . .  
*Less than one per cent. 
60 ,993 ,238  1 6 8 
8,105.849 I 
$89 ,504 ,229  100 
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PURPOSES OF LOANS 
Figure 12. Distribution of loans of the Federal Land Bank of Houston 
according to the purposes for which they were used. 
source of i ts  loanable funds. The legal reserve (or-surplus) held by the bank 
was $650,000, which is negligible when compared with the  total loans of the 
bank. Hence, the money advanced to  borrowers is  obtained from the pub- 
lic through the sale of bonds. 
Bond Issues: The bank had issued bonds to  the amount of $91,769,000, 
slightly more than one and one-half million dollars more than its total out- 
standing loans. As the need fo r  more money arises bonds a r e  issued under 
the supervision of the Federal Farm Loan Board, and sold by i ts  fiscal 
agent. The amount of each issue depends upon the anticipated require- 
ments of borrowers f o r  a period of months. Three or  four issues are made 
each year  and they range in  amount from $3,000,000 to $7,500,000. 
Fo r  illustration, suppose the officials of the bank estimate that  within 
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the next six months loans can be made amounting to  $5,000,000. An ap- 
plication is  made to the Federal Farm Loan Board a t  Washington fo r  a 
bond issue of tha t  amount. Upon the approval of the Board, individual 
farm mortgages in the hands of the bank, totalIing $5,000,000, a re  placed 
in the vaults of the farm loan registrar a s  security for  the bonds. Bonds 
are then printed by the United States Treasury Department and turned 
over to the fiscal agent of the Federal Farm Loan Board for  sale to  the 
public. The agent usually places the bonds with large bond and invest- 
ment companies, which charge a certain commission for  selling them out 
to their clients. 
A Federal Farm Loan bond is not secured by any particular mortgage, 
as  was formerly the practice among farm mortgage companies, but rather  
the total issue is  secured by a collection of mortgages. The investor has 
no dealings directly or  indirectly with the borrower. The bank has the 
perennial function of collecting principal and interest payments from bor- 
rowers and paying the  principal and interest to investors. 
'These bonds a re  considered very desirable from the investor's stand- 
point. Besides mortgages equal t o  the amount of the bonds issued, the 
aapital and surplus of the twelve Federal land banks, the reserves of the 
local associations in this district, and an  amount equal to the capital stock 
held by each stockholder of the bank, serve as  additional security. More- 
over, they have the particular attraction of being exempt from taxation. 
These bonds bear an  interest rate  which varies with the conditions of 
the investment market. The usual margin for  covering all expenses of the 
bank is one per cent. That is, if i t  is necessary to issue 5 per  cent bonds, 
the rate for  loans to farmers is  set a t  6 per cent. Recently, the ra te  on 
bonds has been 4% per cent and loans a re  being made to farmers a t  5% 
per cent. I t  probably should be added that  once a bond i s  issued a t  a 
given rate, i t  bears tha t  rate  throughout the period fo r  which i t  was is- 
sued, or until the bond is  "called."' Likewise, a loan to a farmer, say a t  5% 
t, bears the same ra te  of interest throughout the term of the loan. 
INSURANCE COMPANIES 
An enormous amount of money is  collected regularly by insurance 
companies in the form of premiums. Since not all of these funds a r e  re- 
quired to pay off currently maturing policies, an  attempt is made to  find 
investments which yield a maximum rate  combined with safety and a term 
adapted to the requirements of the company in meeting i ts  obligations. 
Insurance companies have for  many years found farm mortgages well 
adapted to  their needs. This is particularly t rue of the life insurance 
companies, since they require investments of relatively longer terms than 
do the fire, casualty, and other types of insurance companies. 
'Texas comes in for  a very substantial share of the fa rm mortgage 
investments of the life insurance companies of the country. On December 
"The 
of issue 
,se bonds may be called, or paid off, a t  any time after ten years from the date 
upon due notice to  the investor. 
42 BULLETIN NO. 330, TEXAS AGRI'CUETURAL EXPERIMENT STATION 
31, 1921, they had more than $84,770,566' invested here.2 In  the same year 
i t  was estimated3 that  21 per cent of the amount of all farm mortgages in 
the State was held by life insurance companies. The heavy investment ,of 
life insurance companies may be due in part to the fact that  the Robertson 
Cnsurance Law requires that  all life insurance companies which sell policies 
in the State must invest seventy-five per cent of their legal reserve back 
of these policies in Texas securities, which of course include farm mort- 
gages. It is  the opinion of Mr. B. Werkenthin, Deputy State Commissioner 
~f Insurance, that  a very large portion of the farm mortgage investments 
p f  life insurance companies, particularly those located in  the Northern and 
Eastern States, is  due to the requirements of the Robertson Law. 
The present investigation includes not only life insurance companies, 
but' several other types a s  well. More than one-half of the 274 insur- 
snce companies which were addressed on the subject of farm mortgage in- 
vestments in Texas reported, and 31 of these had such investments amount- 
ing to $53,112,568'. This is practically one-half of the total held by all 
insurance companies and, therefore, the facts given by these companies are 
accepted a s  being representative of the farm mortgage business of all in- 
surance companies investing in  the State. 
Types of Insurance Companies: These 31 companies are classified in 
rable 18 according to the classification of the State Department of Insur- 
ince and Banking. 
TABLE 18 
Classification of Thirty 
ance Companies Operating 
I 
-one Insu~ 
in Texas 
Type of 
Insurance 1 ?:;&i: 
Assurance . . . . . . . . .  
Auto .............. 
Life .............. 
Casualty . . . . . . . . . .  
Fire ............... 
Miscel 
18 
6 
3 
I n v e s t l ~ ~ = ~ ~ ~ ~  Insurance Companies 
Proportion in Farm Mortgages: The percentage of all invest] 
made by insurance companies in farm mortgages varies with the ty 
insurance handled and with the individual company. While farm 
'Companies which do not have admitted assets of $500,000 or more are not in 
here. 
7See "Real Estate Mortgages as Investments for Insurance Companies," pr 
by Institute for Research in Land Economics and Public Utilities, from data assc 
by Alfred M. Best Company, New York City. 
aU. S. D. A. Department Bulletin No. 1047, December, 1921. 
'Only first mortgages are accepted according to the reports of these companies. 
ments 
pe of 
mort- 
~cluibed 
epared 
zmbled 
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gages are usually considered very good investments by insurance com- 
panies, they have certain disadvantages. For  instance, many fire and cas- 
ualty insurance companies do not consider tha t  fa rm mortgages a re  suf- 
- - 
ficiently liquid. Their obligations are such tha t  they require investments 
of shorter maturity, o r  such securities a s  stocks a n d  bonds which may be 
readily sold to meet their current needs. These shortcomings hold, to  a 
less degree, with life insurance companies. 
Over 47 per cent of the amount of all loans made by 13  reporting life 
insurance companies was made on fa rm mortgages, while only 18 per cent 
of the total amount loaned by nine companies of other types was made 
on farm mortgages. 
TABLE 19 
Total Loans and Farm Mortgage Loans by Twenty-Two* Insurance Companies 
I I 
Total Loans Total Farm Per Cent in 
Companies 
of All Kinds , Mz","tze 1 Mortgages Farm 
TABLE 20 
Total Farm Mortgage Loans and Amount and Per Cent Made in Texas, by Texas 
and Outside Companies 
Life Insurance.. . . . 13 
Other . . . . . . . . . . . . 9 
F~~~~ Farm Amount of Per Cent of 
Number 
Companies 1 Reporting / M e  1 Mortgages 1 Mortgages Farm 
In Texas 
*Nine companies did not answer this question. 
Loans in Texas: Six of the 31 companies reporting are located i n  Texas, 
and 25 are distributed over the country from Hartford, Connecticut, to  Los 
Angeles, California. The larger investors are, in  most cases, located in 
the cities of the North and East. The six Texas companies had $13,199,699 
in Texas farm mortgages, and the other companies had $39,912,869. 
Table 20 indicates the percentage of loans of the Texas and other com- 
panies which are made in this State, a s  indicated by the twenty-two com- 
panies reporting on this question. 
$423,285,000 ' $200,365,206 ' 47.3 
Size of Business in  Texas Mortgages: The 31 companies vary greatly 
in the amount of Texas farm mortgages held. Eight companies have loans 
varying from one to seventeen millions of dollars, and the amount held by 
these companies i s  $46,152,041, o r  86.9 per cent of the total. With one ex- 
ception these are all life insurance companies. The other 23 smaller in- 
vestors have amounts ranging from a few thousand to one million. Eleven 
have less than $100,000, and twelve have $100,000 to $1,000,000. 
95,527,700 
Texas Companies ' 6  
. - . . - . - I  Outside Companies 
- - . . * . I  16 
17,211,308 
1 18,103,581 
18.0 
$13,199,609 1 72.9 
155,043,833 I 30*123s360 1 lga2 
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TABLE 21 
Distribution of Twenty-Three Insur- 
ance Companies According to Amount of 
Investments in Texas Farm Mortgages. 
I 
Methods of Making Loans 
Amount of 
Loans 
Many fa rm mortgage loans are made indirectly through the regular 
f a rm  mortgage companies, particularly those located in the State. In 
this manner the insurance company avoids the necessity of dealing directly 
with borrowers, who are  widely distributed over the State. Large amounts 
can be invested a t  once with little o r  no difficulty. I t  was found that  ap- 
proximately 30 per cent of the total farm mortgage investments of the com- 
panies was made indirectly through fa rm mortgage companies or individuals. 
However, the method of acquiring fa rm mortgages directly from the 
borrowers is the more usual practice. A few companies maintain regular 
district and local agents for  this purpose. Table 22 gives the amount and 
Der cent of the total loans made by 29 companies hy each method. 
, 
Number of 
Companies 
TABLE 22 
Amount and Per Cent of Loans Made Directly to 
Farmers and Through Mortgage Companies and In- 
dividuals 
I I 
Direct . . . . . . . I  $36,564,663 ( 70.3 
I I 
Method 
Indirect . . . . .  1 15,506,905 i 29.7 
Ratio of Loans to Value 
Amount of 
Loans 
It was pointed out above that  safe'zy is one of the prime requisites of 
Per Cent of Total 
Loans 
in ideal investment for  insurance companies. The safety of farm mort- 
gages is based primarily upon conservative appraisals and an  adequate mar- 
gin between the amount of the loans and the value of the property mort- 
gaged. Twenty companies indicated the ratio of their loans to the value 
of land and buildings. On the average, 44.5 per cent of the value of the 
land is loaned. Only nine of the twenty companies consider the value of 
buildings and a n  average of 38.3 per cent of their value is loaned. 
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TABLE 23 
Average Per I Amount Average Per Number of 
Companies R / cez ::zed %f:.i.': 1 Reported 1 ~ ~ n ' , ~ ~ ~ ~ ~  
I 
Ratio of Loans to Appraised Value of Land and Buildings 
Foreclosures 
Loans on Land 
The relatively few foreclosures of insurance companies should give 
some indication of their conservative policy in making loans. Of the twenty- 
seven companies which reported on this question only four had foreclosures 
during 1923. The total involved was $87,469, less than one-third of one 
per cent of the loans of the companies reporting. No loss had been in- 
curred a t  the end of the year. 
Loans on Buildings 
Interest Rates 
Average Rates: The usual interest rates  of insurance companies a re  
6 and 7 per cent. The weighted average prevailing rate  f o r  the 31 com- 
panies is 6.47 per cent.' The Texas companies get an  average of 7 per cent, 
while companies located outside the State  charge a n  average of 6.2 per cent. 
Range of Rates: In order to get  an  idea not only of the average but 
also of the range of interest rates, each company was asked to  designate i t s  
highest, lowest, and prevailing rates. The lowest ra te  reported on any 
loan is 5% and the highest is  9 per  cent. The average,of the lowest rates  
reported is 6.07 per cent and the average of the highest rates  is  7.42. These 
averages along with the average prevailing ra te  a re  shown in Figure 13. 
AVERAGE RATES 
Figure 13. ~ve;age highest, lowest, and prevailing 
mortgage loans as reported by insurance companies. 
interest 
1 .  
rates on farm 
Since the most usual rate  charged by a company nas tne greatest sig- 
nificance, the average prevailing ra te  of 6.47 per cent can well be analyzed 
further by finding the variation of prevailing rates  about this average. For  
instance, one company reported i t s  prevailing rate  a t  5.75 per cent, while 
'Insurance companies accept only first mortgages. One company had a second mort- 
gage of $2,500. 
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two other companies reported 8 per  cent a s  being the rate  most commonly 
charged. Table 24 shows the  total loans of companies reporting the va- 
rious prevailing rates. It will be readily observed tha t  companies having 
a large percentage of the total loans of all companies indicate that their 
prevailing rates  a re  6 and 7 per cent. 
TABLE 24  
Amount and Per Cent of Loans a t  Various Pre- 
vailing Interest rates 
1 I 
*This does not mean that  $50,000 was loaned at 
5% per cent, but that companies having total loans 
3f all kinds amounting to $50,000 reported their 
prevatling rate as being 5 3/a per cent. 
I Per Cent of 
Total Lmns by Tqtal Loans by 
Purpose of Loans 
Prevailing Companies 
Interest Rates Reporting Each 
I Rate 
Sixteen companies indicated the distribution of their loans accorl 
to the purposes f o r  which the borrowers used the money. Here again 
in the case of the Federal and joint stock land banks, a large par t  of 
total loans went to pay off old mortgage indebtedness. Since most of 
loans of insurance companies a r e  made for  five- o r  ten-year periods, ~ L - L -  
tically all of the loans in force a t  the end of 1923 had been made since 1913. 
This ten-year period has been one of prosperity, with the exception of two 
or  three years. The high percentage of loans for  the purpose of can- 
celing o r  renewing old notes can, therefore, hardly be due to  except6 
hard times or  lack of prosperity. A more reasonable'conclusion is th: 
term of the original loan was entirely too short. 
Less than one-fourth of the amount of the loans goes directly t 
land. This i s  very low when i t  is considered t ha t  by f a r  the large] 
tion of fa rm mortgage financing i s  for  the ultimate purpose of sec 
funds to  purchase land. It is  obvious, of course, tha t  the old mortl 
which a r e  being paid off by the renewal of notes, were originally marl- 
largely for  the purpose of buying land and buildings. If the am 
%.::: 
Each Rate 
onally 
at the 
o buv 
r por- 
:uring 
rages, 
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loaned to pay off old mortgages and directly to  purchase land a re  com- 
bined, about 75 per cent of the total i s  included. 
Approximately five per cent of the total is  used for  buildings and 
other permanent improvements. Technically, fa rm mortgage financing 
should be involved wholly with land and permanent improvements, but the 
facts here indicate tha t  only about four-fifths of the total amount of these 
loans goes for  these purposes. The other 20 per  cent i s  used to  buy cur- 
rent supplies, to  fund current short-time indebtedness, and fo r  the  pay- 
ment of taxes, insurance, and so forth. 
Figure 14 shows the distribution of the Texas f a rm  mortgage loans 
of sixteen insurance companies according to the purposes f o r  which the 
money was borrowed. . 
PURPOSES LOANS 
P E R  C E N T  
0 5 10 ts 20 zc so 3s '40 4 6  so 
Lano  P u a c u n ~ r s  22.9 
PAY d#oor-Th~  Ore r.s Z 4  
O T H E ~  .A,RPOSCS 5.6 
B u r  ~ U P P L I E Q  6 5  
F o a  ~ U ~ L O I N G ~  &I 
Figure 14. Distribution of f a rm mortgage loans by insurance companies ac- 
cording to  the  purposes for which loans were made. 
Summaries of the amounts and percentages a re  presented in Table 25. 
TABLE 25 
Amount and Per Cent of Total Loans for Each Purpose 
I I 
Purpose 
Per  Cent 
Amount of Total 
Loans 
I 
 and' Purchase . . . . . .  
.. Pay Old Mortgages. 
Pay Short-Time Debts 
For Buildings ........ 
Buy Supplies ........ 
...... Other Purposes 
......... Total 
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Length of Term of Loans 
Reference was made above to the fact that  loans by insurance companies 
commonly run  for  periods of five or ten years. Figure 15 brings out this 
fact  in a striking manner. 
TERM OF LOANS 
LENGTH O F  L O A N  I H  Y E A R *  
Figure 15. Per cent of the total farm mort~age  loans of reporting insurance 
companies for the various terms of years. 
Loans made for  five-year terms include approximately one-half of the 
total loans of 26 companies, and forty per cent of the amount outstanding 
i s  in ten-year notes. The next most usual term is twenty years, while a con- 
siderable amount is loaned for  three years, and some notes are made for 
only one year. 
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TABLE 26 
Amount and Per Cent of Loans Made for the Va- 
rious Terms 
2 0 .  ............ .i 1,937,901 i 4 . 0 2  
I 
Over 2 0 . .  ...... .I 3.363 ' 1 0 . 0 2  
I I 
I 
Total..  ... . I  $48,177,176 'r 1 0 0 . 0 0  
I I 
Length of Loans 
in Years 
A noticeable feature of Table 26 is that  practically no loans are made 
for fifteen years. The reason for  this is not known. It seems obvious, 
however, that  i t  is not due to the fact that  the fifteen-year period is not 
adapted to the needs of the borrower. I t  is probable that  custom is the 
chief factor here. Certain periods have come to be round-number periods 
for mortgage loans. Only four per cent of the total of the loans of these 
companies has terms other than three, five, ten, and twenty years. 
Amount Per Cent 
Loaned of Total 
Methods of Repayment 
I 
1 .............. 1 $ 701,475 1 1 . 4 6  
2 . .  ........... .I 631.276 1 1 . 3 1  
I I 
L c p u L  bl. 
which i 
nual p: 
the am 
. . 
I in the case with the farm mortgage companies, there are five rather  
i plans upon which the insurance companies have their loans paid off. 
,--, ,,.3st usual is that  of requiring a lump-sum payment of the amount 
of the loan a t  the end of the term. This plan is simple and the necessity for  
loaning the money occurs only a t  the end of the five- or  ten-year period. 
Over 45 per cent of the total amount of loans of the twenty-one companies 
ng  on this question was loaned under this plan. Another method 
is more convenient for  the borrower is that  of requiring regular an- 
xyments until the note is liquidated. Slightly over 26 per cent of 
ount loaned by these companies is included in this plan. The next 
most ~mportant  method is that  of permitting partial payment of the note 
a t  any time convenient to  the borrower. This plan covers approximately 
20 per cent of the total loans. A slight variation of this method is to let 
the note run without payments, or with regular specified payments, to the 
end of a certain period, say, three or five years, and then to permit pay- 
ments in any amount a t  the will of the borrower. 
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The amortization plan of repayment of mortgage loans is coming more 
and more in favor with financing institutions in this country. It is a vari- 
ation of the annual payment method described above. A fixed sum which 
covers both interest and principal payment is  paid annually, while under 
the old annual payment plan the amount paid each year decreases as  the 
note matures. The amortization plan is used entirely by the Federal Farm 
Loan System and to some slight extent by farm mortgage companies. 
Loans made under this plan by the twenty-one insurance companies amount 
to about 6 per cent of the total. 
TABLE 27 
Per Cent and Amount of Loans by Various Methods of Re- 
payment a s  Indicated by the Twenty-One Insurance Companies 
Reporting 
Method of Repayment Amount 
By Amortization ............. ( 1.931.174 
At Will After a Specified Period 1 730,085 
Per Cent 
of Total 
Lump Sum .................. 
Annual Payments ............. 
P a r t i a l a t W i l l  ................ 
Total.. ................ . /  $30,102,176 / 100.0 
METHODS OF REPAYMEPIT 
$13,702,669 
7,864,104 
5,784,139 
P E R  C E N T  
0 1 0  20 30 40 
45.7 
46.7 
26.2 
19.3 
Figure 16. Distribution of farm mortgage loans of insurance companies ac- 
cording to the method of repayments required. 
TRUST COMPANIES 
Nature of Business 
'The tfust  company has as  a major part of its business the invest- 
ment of funds placed in i ts  care, and usually the more substantial typt 
investment are selected. First  mortgages on real estate are almost 
2s of 
uni- 
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versa11 
sound' 
ly included, along with government bonds, in any list of "safe and 
' investments for  funds held in trust. 
Limitations of Data 
The information obtained on the loans of such companies on Texas 
farm lands is entirely too fragmentary to permit definite conclusions to be 
drawn, since only three companies reported. However, a very brief sum- 
mary of the facts a s  indicated by these three companies-located, one each 
in Kansas City, Dallas, and Austin-will be given. 
Amount of Loans 
The total Texas farm mortgage loans by these companies in force 
December 31, 1923, amounted to $17,387,951. This is  not an  insignificant 
amount, and the conclusions a s  to methods of making loans, interest rates, 
and so forth, are limited in accuracy chiefly by the small number of com- 
panies rather than by the total of the loans represented here. 
Methods of Mlaking Loans 
Loans to farmers are usually made through district or  local agents 
of the company. One company has four district loan agents in  the State, 
while another maintains seventy-five local loan agents throughout the sec- 
tions of the State where loans are made. 
Ratio of Loans to Value, and Interest Rates 
Each company reports tha t  loans are made up to 50 per cent of the 
value of the land and none on buildings and improvements. The prevail- 
ing rate of interest for  each company is 7 per cent, while the widest range 
of rates by any one company is from 6 to 9 per cent. Most of the loans 
run for  periods of either five or ten years, and are either paid in lump sum, 
or by partial payments after  a specified number of years. 
Purpose of Loans 
One company estimates that  50 per cent of the total of i ts  farm mort- 
gages is used to purchase land, 40 per cent to liquidate short-time debts. 
The other company which answered this question indicates that  75 per cent 
goes for  the purchase of land, 10 per cent each to  pay short-time debts, 
for buildings, and to buy farm supplies. The percentage of the loans of 
these companies used directly for  land purchase is  much higher than tha t  
of the other types of financing institutions. There is  no obvious reason for 
this difference. If the facts from all t rust  companies were a t  hand it might 
be found that these two companies are exceptional on this point. 
STATE AND NATIONAL BANKS 
State and national banks 'are designed primarily to accept deposits 
and make short-time loans. Loans are made chiefly from the deposits of 
their customers, and the term for  which the loans are made must be adapted 
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th  
lo: 
nz 
In 
the term of the deposits. In  the great majority of cases depositors are 
ivileged t o  withdraw their funds at any time. Such "demand" deposits 
Ie practically universal with the country banks, in  contrast to  "time" 
!posits, which a r e  frequently accepted by the larger city banks. Since 
e bank is  liable at any time to pay i ts  depositors, i t  is  the policy to make 
ans only for  short periods of thirty days to six months. Hence, by the 
iture of their business they a r e  not adapted to making farm mortgage 
-,ans. 
Mortgage Loans 
Notwithstanding, many such loans a re  made by these commercial 
banks. No very large amounts a re  loaned by any individual bank, but the 
combined mortgage loans of upwards of 30,000 banks in the United States 
amount t o  a huge sum. It was estimated by the Federal Department of 
Agriculture in 1921 tha t  the commercial banks of the United States had 
farm mortgage loans amounting to  approximately one and one-half bil- 
lions of dollars, o r  about 17 per cent of all such loans in the country.' 
The estimated amount loaned on Texas farms by these banks was over 
$15,000,000, o r  4 per cent of the total fa rm mortgage indebtedness in  the 
state. A very considerable item in this total is  tha t  of land mortgages 
held by these banks a s  security for  short-time debts previously contracted. 
Many banks indicated tha t  i t  is  only under such circilmstances that  they 
accept fa rm mortgages. 
State  and Federal banking laws have been designed to limit rather 
strictly the  long-term loans of commercial banks. The solvency of the 
bank and the safety of the depositors require that  a very large proportion 
of i t s  funds be invested in more liquid security. Up to  1913 national banks 
were not legally permitted to  make fa rm mortgage loans. But with 
passage of the Federal Reserve Act creating a new source of funds fo. 
member banks in case of need, a n  amendment was passed allowing nati 
banks to  make a limited amount of such loans for  periods not to ex,,,, 
five years. National banks were thus enabled to compete with state banks 
fo r  loans of this type. 
Mortgages Reported 
The facts collected in this survey indicate tha t  only about one-third 
of the national banks and about one-fourth of the state banks in Texas have 
fa rm mortgage loans. Of the 573 national banks in the State, 182 sent in 
reports. Sixty of those reporting had fa rm mortgage loans in force 
- cember 31, 1923, amounting to  a total of $1,100,708. Of the 985 state b: 
in  the State, 243 sent in  reports. Sixty-five had fa rm mortgages amo 
ing to  $1,010,648. The average held by national banks was $18,346 
compared with a n  average of $15,458 by state  banks. From these fig 
i t  is  estimated tha t  a total of approximately $7,500,000 in farm mortgr 
i s  held by all the  s tate  and national banks in the State. 
lU. S. D. A. Department Bulletin, Number 1047,  published December, 1921. 
'=J + 
TABLE 28 1 E 
Total National and State Banks in the State. Number Answering, Number Having Mortgages, Amount Reported, Estimated Total 5 for State, and Average Loans per Bank 2 
Institution 
National Banks . . . . . . 
State Banks . . . .. . . . 
cj 
E 
k 
U, 
N~~~~ 
Answering 
Questions 
182 
243  
Number of 
Banks in 
State 
673 
986 
Number and Per  Cent Banks 
Answerinq Having Farm 
Mortgages 
Number 1 Per Cent 
60 3 2 . 9  $1,100,708 $18,346 $3,406,862 0 
66 2 6 . 1  ( l,OlO,U4B 1 16.458 1 4,089,124 G! 
Amount of 
Mortgages 
Reported 
Average I Estimated g 0
Amount 
Held by 
Banks 
Lending 
Amount M 
Held by 
AH Banks in [ 
the State 
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State banks are a s  a rule smaller than national banks and accord- 
ingly have less loaned on farm mortgages. But since there are almo.st 
twice a s  many of the former, the estimated total of their loans is  greater. 
The fact that more capital is required to organize national banks may ac- 
count for the larger average amount of farm mortgage loans of these 
banks. Farm Mortgage Loans by Districts 
The great size and the varied types of agriculture of Texas make i t  
advisable when practicable to divide the state into districts.' Loans on 
land are obtained more easily and a t  a lower rate of interest in the more 
highly developed sections of the State than in the less developed sections. 
Local customs affect the farm mortgage business differently in different 
parts of the State. For the purpose of the study of the farm mortgage 
business of local banks the State is divided into five districts as  indicated 
in Figure 17. 
DlVlSlONS OT TEXAS 
ACCORDING T O  ECONOfllC 'XJND1TloNS 
Figure 17.  Districts of Texas a s  determined by ( 1 )  the  type of soils, ( 2 )  
t he  value per acre of land, and ( 3 )  the  type of agriculture. District No. 1 is conr- 
posed of 36  counties with a n  averaae value, according to  the  1920  Census, of 
685.33 per acre. District No. 2 has 4 0  counties. The Census valuation of the  
land is $34.00 per acre. District No. 3 has 7 1  counties with an average value per 
acre of $27.35. District No. 4 has 2 7  counties and the average value per acre of 
the  land is $21.85.  District No. 5 is the  laraest division and contains 81 counties 
in  the  ranching section of the  State. The average value of the  land here i s  
$10.75 per acre. 
=This was hardly possible in the  case of the  financing institutions other than the 
local hanks. The loans of the  hank are  usually made in the immediate community in 
which i t  is located. 
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great cc 
recently 
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!se divisions are based chiefly upon land values and types of agri- 
The "Black Land Belt" is included in District Number One, the 
Aton producing area of the State. The average value per acre of 
the land in this district is $85.33, according to the 1920 Census. District 
Number Two includes most of the Coastal Plain and the lighter soils of the 
southeastern portion of the State. The average land value here is  $34.00 
per acre. District Number Three is comprised of 71 counties in the more 
developed farming sections of Northwest Texas. The average 
?r acre in this section is $27.35. "East Texas", with its lumbering, 
In and truck farming, is  included in District Number Four. The 
a v e r a g e  value of land here is  $21.85. The largest district, and probably the 
most homogeneous from the standpoint of land values and the occupation 
TABLE 29 
- - ber of State and National Banks Reporting Loans, Total and Average Amount 
tges, by Districts* 
National Banks I State Banks 
I the case of Districts 4 and 5, a t  least, conclusions could be drawn with greater 
certa~nty if a greater number of banks were represented. 
**One of these banks had $150,000 in mortgages, which unduly raises the average. 
of its residents, is  comprised of 81 western counties from Cameron in the 
South to Dallam in the North Panhandle. This more arid section is utilized 
chiefly for the raising of cattle, sheep, and goats. The average value of 
land per acre is $10.75. 
The reports from banks were classified according to their location in 
these districts. I t  is  interesting to compare one section with another with 
regard to the extent of farm mortgage business of the banks, and interest 
rates charged. 
More than half of the banks reporting are located in Districts One and 
Three, i. e., in North Central and Northwest Texas. Also more than half 
of the total .loans reported are by banks in these districts. Banks having 
the largest average amount of mortgages are located in the ranching sec- 
tion of West Texas. Banks in East  Texas have the smallest average with 
the exception indicated in the footnote of Table 29. 
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Loans Placed 
Besides the mortgage loans actually made by these banks they are in- 
strumental in placing many loans for farm mortgage and insurance com- 
panies. Of the 243 state banks which sent in reports, 40, or 16 per cent of 
the total, had placed loans amounting to $1,384,000 during 1923. Of the 
182 national banks reporting, 17, or  .about 9 per cent of the banks, had 
placed loans amounting to $917,750 during that  year. The total of the loans 
placed by these state and national banks for other loaning agencies is 
slightly greater than the loans actually made with their OF funds. 
Ratio of Loans to  Value 
These banks in a majority of the cases make loans amounting to 50 
per cent of the total value of the farm mortgaged. Since the farm mort- 
gage business of commercial banks is  incidental, there seems to be no 
great amount of uniformity of policy in the ratio of loans to value. Not 
many banks make a distinction between the value of buildings and land in 
making loans. Usually a value is  placed upon the farm as  a whole or else 
the land value alone is  considered. Thus, 50 of the 75 banks reporting on 
this point placed a flat value on the farm a s  a whole, 13 considered the 
value of the land alone, and 12 made separate valuations for land and 
buildings. In all these cases loans range from around 40 per cent to 75 per 
cent of the value of the property mortgaged, the most usual being 50 per 
cent. 
Interest Rates for the State As a Whole 
As would be expected, the interest rates charged by commercial banks 
on farm mortgages are higher than those of the insurance companies and 
the regular farm mortgage companies. In the first place, as  was pointed out 
above, these banks are not adapted to long-term loans, and the interest rate 
must be particularly attractive to induce them to .invest their funds in such 
AVERAGE RATES 
P E R  C E N T  
0 1 2 . 5 1 5 6 7  
F I R S T  M O R T G A G E S  
8 E C O H D  P l O R r G A G E S  
Figure 18. The average highest, lowest, and prevailing interest ratas 
charged by state and national banks (together) on notes secured by first and 
second farm mortgages. 
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"frozen" security. In the second place, the customary rates for short-term 
notes are 8 to 10 per cent and similar rates are expected on farm mort- 
gage loans. 
The average prevailing rate on first farm mortgages is  8.4 per cent, the 
average highest per cent is 9.2, and the average lowest is 8.0. These aver- 
age rates for second mortgages are: prevailing, 8.5 per cent; highest, 9.2 
per cent; and lowest, 8.3 per cent. The highest rate charged on any first 
mortgage is 10 per cent and the lowest is  5.5 per cent. The highest rate on 
any second mortgage is  10 per cent, while the lowest is 6 per cent. Figure 
18 is a comparison of the average highest, lowest, and prevailing rates on 
first and second mortgages. 
Prevailing rates on first mortgages reported by state and national banks 
range from 6 to 10 per cent. Banks having 24 per cent of all first mort- 
gages reported their prevailing rate as  10 per cent, while banks having 
more than two-thirds of all first mortgages reported indicated 8 per cent 
as  their prevailing rate. Table 30 shows the per cent of all reported first 
mortgage loans held by banks reporting the various prevailing rates. 
TABLE 30 
Per Cent of the Amount of First Farm 
Mortnases Held 11y State and National Banks 
R e ~ o r t ~ n r  the Various Prevailing Interest 
Rates 
Prevailina Per Cent of Total Loans by Banks Interest Rates ' Reporting Each Rate 
I 
Total 
I 
I 100.0 
I 
10 I 24.0 
9 'h 1 1 . 6  
8 I 6 8 . 8  
I 
Table 31 shows a similar analysis of the prevailing rates on second 
mortgages. I t  will be observed that  the prevailing rates here are just 
slightly higher than those on first mortgages. Thus, banks having 28.3 per 
cent of the second mortgages reported 10 per cent as  their usual rate, and 
so on through the table. 
Interest Rates by Districts 
Whereas the average prevailing interest rate on first mortgages for the 
State as  a whole is 8.4 per cent, i t  ranges from 8.2 in the Balck Land Belt 
to 8.9 in West Texas. A graphic representation (Figure 19) of the aver- 
age prevailing rates in the five districts will help to show the variation in 
rates in the different sections of the State, and between first and second 
mortgages. 
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TABLE 31 
Per Cent of the Amount of Second Farm 
Mortgages Held by State and National Banks 
Reporting the Various Prevailing Interest 
Rates 
I 
Total 
I 
I 100.0 
10 
I 
1 2 8 . 3  
8 
I 
I 70.3 
7 
I 
I 0.9 
6 
I 
I 0.5 
Prevailing 
Ihterest Rates 
PREVAILI IYG RATES 
P E R  C E N T  
Per Cent of Total 
Loans by Banks 
Reporting Each Rate 
F t l b T  M O R T G A G E S  
S E C O N D  M O C L T G A C E S  
Figure 19. Average prevailing rates charged by state and national banks 
(together) on farm mortgages, according to the district in which banks are 
located. 
For second mortgages the rate is  lowest in the north central section and 
highest in the eastern section. Table 32 gives the averages upon which the 
chart is based. 
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TABLE 32 
Weighted Average Prevailing Interest Rates on Firs t  
and Second Mortgages Outstanding January 1, 1924, 
for Reporting State and National Banks by Districts. 
- 1 Rates 
Districts I First Mortgages I Second Mortgages 
I I 
*This figure is lower than would be expected, due 
probably t o  the fact that  only a few of the banks 
reporting from this district had second mortgages. 
If each average in Table 32 is broken up into its component parts, a 
better idea of how the rates vary in the different sections of the State can 
be obtained. Thus, about 80 per cent of the total in first mortgage loans 
in the Black Land Belt bears 8 per cent interest and over four per cent 
of the amount bears only 6 ,per cent. On the other hand, in the northwest 
section of the State only about 58 per cent of the total in first mortgage 
loans bears 8 per cent, while there are no loans made a t  less than 7 per 
cent. In the western and southwestern section only 37 pe_r cent of the 
total in first mortgages bears 8 per cent, and over 59 per cent bears 10 per 
cent. 
* 
TABLE 33 , 
Per Cent of Amount of Farm Mortgage Loans by Reporting State and National Banks, by Districts, a t  Designated Prevailing 9 Interest Rates w 
W 0
District 
-- 
8 7 6 T o t '  I I 8 I 
I 
2 1 28.2 68.7 
I I 
57.6 1 3.4 
4 1 16.6 
I 
1 59:7 I 37.2 
Per  Cent of Total Loans a t  Each Prevailing Rate 
- -- - - -- - - 
- 
I Firs t  Mortgages cond Mortgages 
cj 
M 
X 
Total k 
*This percentage is probably unduly high because of a relatively few large loans be:ng made a t  8 per cent. 
I 1- 
4.4 1 100.0 17.6 1 1 "2 1 I 100.0 3.1 1 lCO.O I I 4.7 1 100.0 1 1  37.8 
I 1 100.0 / j  100.0 
I 
3.1 1 100.0 
I I 39-9 
100.0 
100.0 
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Certain banks reported each of these five rates a s  being their prevail- 
ing rate on first mortgages. Say four banks in District Number Three re- 
ported 10 per cent a s  being their usual or prevailing rate on first mort- 
gages and their total first mortgage loans amounted to $100,000. Then 
calculations are made to  see what per cent this is o'f the total first fa rm 
mortgages reported by all banks in tha t  district. Hence, in the above case 
i t  was found that  banks reporting 39 per cent of the total loans of the dis- 
trict reported 10 per cent a s  their prevailing rate of interest. 
The interest-rate seems to vary inversely with the certainty of in- 
come from the land and directly with the distance from the larger centers 
of population. Fundamentally, these two factors a r e  almost synonymous. 
In those sections where the greatest certainty of a n  income exists there 
' is  the greatest concentration of population, both urban and rural. Fur- 
thermore, i t  is in these more prosperous sections tha t  the  best facilities for  
credit exist. There is more competition for  loans, and custom has less in- 
fluence upon interest rates. 
Term of Loans 
The lack of adaptability of commercial banks to the farm mortgage 
business hinges chiefly, a s  was pointed out above, upon the length of term 
of mortgage loans. Normally, i t  is to be expected, therefore, tha t  mort- 
gage loans made by state and national banks would be concentrated on the 
.shorter terms. Moreover, i t  has been indicated above that  a good share 
of the mortgages held by these banks is taken a s  additional security for  
short-term debts previously contracted. These notes are of course made for  
the shortest term practicable, which means in most cases one year or  less. 
Banks having approximately 75 per cent of the total mortgage loans 
indicated the length of term for  which their mortgages a re  made. Over 
58 per cent of the amount of farm mortgage loans of national banks has a 
term of one year or  less, while more than 62 per cent of the amount held by 
state banks falls in this period. With national banks the next most usual 
TABLE 34 
Amount and Per Cent of Total Loans by Reporting National and State 
Ranks for the Different Terms 
National Banks 1 1 inks 
Term In 
years Amount %rT2rz: 1: Amou~~b Per Cent I Of 
1 0  . . . . . . . . . . . .  17 ,031  
15 and Over. . . .  / 4,374 
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term is four years, approximately 18 per cent of the total being indicated 
a s  four-year mortgages. With the s tate  banks the five-year term is  the 
next most common, the loans for  this term making up over 22 per cent of 
their total loans. Neither s tate  nor national banks have loans of much 
significance running more than five years. 
Table 34 shows the distribution of the mortgage loans of these banks 
according to  the length of term for  which loans are made. 
T E R M  L O A N S  
T E R M  O F  L O A N S  / N  Y E A R 6  
Figure 20. Distribution of loans of state and national banks (separately) accord- 
ing to the number of years for which loans were made. 
Method of Repayment of Loans 
The lump-sum method of repaying the entire principal of the lo: 
the end of the specified term is  most usual with commercial banks. I 
made under this plan include about 62 per  cent of their total loans. 
method of requiring regular annual payments is, however, quite common, 
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as the reports indicate that  the amount of loans under this plan includes 26 
per cent of the total loans. The amortization plan of repaying loans has not 
made much progress with the commercial banks. 
TABLE 35 
Amount snd Per Cent of Total Loans of Reporting State 
and National Banks by Various Methods of Repayment . 
Method of Repayment Amount Per Cent of Total 
I 6 1 . 9  . . . . . . . . . . .  Lump Sum j 6 881.493 1 
Annual Payments .... . i  376,338 1 
I 
Partial Payments a t  Will1 149.384 1 
I I 
.......... Amortization 1 16s028 I 
Other ............... . I  1,009 / 0 . 1  
I 
Total. 
I 1 $1,424.243 1 100.0  ...........
I 
- 
SUMMARY 
A summary of the results or  conclusions of this study of the farm 
mortgage business in Texas may aid the farmer, the investor, and the 
financing institution in retaining the essential facts. In the first place, this 
study emphasizes the fact that  farm mortgage financing is a large and im- 
portant element in the business operations of Texas farmers. Secondly, the 
whole process of making a loan is analyzed. Connections between borrow- 
ers and the financing institution a re  established through advertising, or the 
local agent, or  the local loan association. The value of the property to be 
mortgaged is determined by a n  actual inspection of the farm, the inspector - 
ascertaining i ts  productivity, i t s  location, the condition of improvements, 
and the farming methods used by the prospective borrower. If, on -the 
basis of the appraiser's report to the headquarters of his company or bank, 
the security is acceptable, there remains only the details of determining a 
clear title and advancing the money to  the farmer. 
Thirdly, this study reveals the ultimate sources of the funds loaned on 
farm mortgages. Insurance and trust  companies loan funds which are 
supplied them by their policy holders and wards. Commercial banks loan 
funds of depositors, or  their own capital and surplus. The regular fa rm 
mortgage institutions-farm mortgage companies and Federal and joint 
stock land banks-obtain their loanable funds from the investing public. 
The farm mortgage company usually sells i ts  mortgages, while the Federal 
and joint stock land banks sell bonds secured by a collection of mortgages. 
In either case the mortgages, or  bonds, a re  sold through large investment 
houses located in the large cities or, more directly, to individual investors 
through special sales agents of the company o r  bank. It i s  a very notice- 
able fact that  a very large percentage of these bonds or  mortgages a re  sold 
out side the State. 
Fourthly, in addition to the functions of making loans and obtaining 
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METHODS O F  REPAYMENT 
Figure 21. Distribution of loans of state and national banks (together) a 
ing to the methods of repayment required. 
funds through the sale of securities, the farm mortgage financing in: 
+ion has the further important function of looking after  the security d~ 
he period of-the loan. I n  the case of the farm mortgage company, in I: 
icular, this often involves advancing insurance and taxes to the borrov 
nd the advancement of principal and interest to the investor in case of 
rault of the borrower. Joint stock land banks, likewise, have the fun ' 
of looking after  the security. In the case of the Federal Land Bank the 
of security, a s  well a s  the responsibility of guaranteeing the payment o 
loan, i s  the function of the local farm loan association. Insurance 
rust companies look after  their own security in case their loans are . 
irectly to farmers rather than through some regular farm mortgage 1 
1 1 1 6  
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Commercial banks usually make loans in their immediate community and of 
course look after  the security of their loans. 
Fifthly, the interest rates paid by farmers are analyzed, and an  at-  
tempt has been made to account for  the difference in rates by the different 
institutions. The Federal Land Bank is a t  present charging 5.5 per cent. 
This is the lowest rate  charged by any of these institutions. This low ra te  
is possible since 1) i ts  securities are exempt from taxation, 2 )  it does 
business on a very large scale, and 3) Federal land banks are well known 
and, therefore, there is a wide market for  their securities. Joint stock land 
banks charge 6 per cent. They are  organized by private individuals for  the 
purpose of gains for  the stockholders, whereas, in  the case of the Federal 
land banks, the profits of the business are received by the borrowers, largely 
in the form of lower interest rates on loans. Their securities a re  likewise 
exempt from taxation. Insurance companies get  an  average of 6.47 per 
cent on loans made directly to farmers. A large portion of the farm mort- 
gages reported by these companies i s  held by companies located in  other 
states; yet these "foreign" companies charge 6.2 per cent on the average, 
while Texas companies get an  average of 7 per cent. Farm mortgage com- 
panies charge an  average of 6.94 per cent on first mortgages and 7.5 on 
second mortgages. The securities of these companies a re  not exempt from 
taxation, and they have the function of selling mortgages, which i s  not 
true in the case of the insurance companies. The average rate for  t rust  
companies is 7 per cent, while that  of commercial banks is 8.45 per cent. 
The farm mortgage companies and Federal and joint stock land banks get  a 
margin of approximately one per cent between the rate  charged the farmer 
and that paid to the investor. 
Sixthly, i t  was found that  fa rm mortgage loans run from one year in  
the case of the commercial banks to more than thirty years in the case of 
Federal and joint stock land banks. The loans of farm mortgage and in- 
surance companies fall within these periods. More than 49 per cent of the 
loans of insurance campanies a re  made for  a five-year period, and approx- 
imately 41 per cent are made for  ten years, while 32 per cent of the loans 
of farm mortgage companies a re  made for  five years, and 46 per cent for 
ten years. The large number of renewals, indicated in the high percentage 
of current loans made to pay off old mortgages, seems to indicate defi- 
nitely tha t  the one- five- and ten-year periods are entirely too short. 
Seventhly, i t  was found tha t  a relatively low percentage of the total 
farm mortgage loans i s  used for  the immediate purpose of buying land 
and improvments. Of the total amount of the loans of the farm mortgage 
companies, 57 per cent was used for  these immediate purposes; of the joint 
stock land banks, 12 per cent; of the Federal Land Bank, 15 per cent; of the 
insurance companies, 28 per cent; and of the trust  companies 55 per cent. 
On the other hand, a relatively high percentage of loans is used to pay off 
old mortgages, which of course were in most cases originally made to buy 
land and improvements. Over 33 per cent of the total amount of the loans 
of farm mortgage companies i s  used to  pay off old mortgages; 78 per cent 
of the loans of joint stock land banks; 68 per cent of the loans of the Fed- 
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eral land banks; over 53 per cent of the loans of insurance companies; and 
33 per cent of the loans of t rust  companies. These high percentages of 
loans going to pay off old mortgages are interpreted as  meaning 1) that 
the original loans were made for  a period too short for the borrower, or 2) 
that  borrowers are refunding their old loans a t  a lower interest rate. 
latter evidently explains the very high percentage of the loans of Fed 
and joint stock banks which are used to pay off old mortgages. Ano. 
outstanding fact revealed in the analysis of the purposes for  which ' 
rowers use these funds is  the large amount going to pay off short-time 
debtedness, such a s  debts contracted with local banks and merchants. 
portion of the total loans of all these mortgage institutions going for  
purpose ranges from 6 to 9 per cent. 
Eighthly, i t  was found that  approximately 62 per cent of the m 
gage loans of commercial banks are arranged to be paid off in one payn 
a t  the maturity of the loan; 46 per cent of the loans of insurance c 
panies are to be repaid in this manner; 92 per cent in the case of trust com- 
panies; and 38 per cent of the loans of farm mortgage companies. The next 
most popular method of repayment required by these four types of insti- 
tutions is  the annual payment plan, while the privilege of paying a part of 
the note a t  any time is  granted inemany cases. All loans of the Fed 
and joint stock land banks are paid on the amortization plan. 
Ninthly, a large percentage of the banks and companies which repo. 
on the effects of the Texas Homestead Exemption Law upon farm m 
gage financing hold the opinion that  the law is antiquated and should 
either be abolished or  modified. The opinion is  about equally divided as  to 
whether this law increases interest rates. It is  the consensus of opinion 
that  this law prevents many loans which could otherwise be obtained to 
the advantage of the borrower. 
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